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3070.0.5.4.1
3070.0.5.4.2
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Securitization

Pooling Practices
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Unsalability

Pricing Risk

Fallout

Hedging Strategies
Position Reports
Counterparty Performance
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Servicing/Loan Administration
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Internal Controls
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Balance Sheet

Assets

Liabilities
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Income Statement

Unique Characteristics
Asset Quality
Classification Procedures
Presentation of Classifications
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Earnings Performance
Liquidity and Funding
Financial Flexibility
Cash-Flow Analysis
Asset/Liability Management
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3070.0.10 Laws, Regulations, Interpretations, Orders
3070.0.11 Appendix A—First Day Letter
3070.0.12 Appendix B—Accounting Literature
3070.0.13 Appendix C—Regulatory Guidance
3073.0 Education-Financing Activities
3073.0.1 Expanded Student-Loan Servicing Activities
3080.0 Section 4(c)(8) of the BHC Act— Servicing Loans
3080.0.1 Inspection Objectives
3080.0.2 Inspection Procedures
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3084.0.1 Asset-Management Services to Certain
Governmental Agencies and to Unaffiliated
Financial Institutions with Troubled Assets
3084.0.2 Asset-Management Services for Assets Originated
by Nonfinancial Institutions
3090.0 Section 4(c)(8) of the BHC Act—Receivables
3090.1 Factoring
3090.1.1 Introduction
3090.1.2 Funding
3090.1.3 Inspection Objectives
3090.1.4 Inspection Procedures
3090.1.4.1 On-Site Procedures
3090.1.4.2 Credit Department
3090.1.4.3 Asset Evaluation
3090.1.5 Laws, Regulations, Interpretations, and Orders
3090.2 Accounts Receivable Financing
3090.2.1 Introduction
3090.2.2 Funding
3090.2.3 Inspection Objectives
3090.2.4 Inspection Procedures
3090.2.4.1 On-Site Procedures
3090.2.4.2 Accounting and Controls
3090.2.4.3 Definitions
3090.2.4.4 Over-Advances and Other Loans
3090.2.4.5 Asset Evaluation
3090.2.4.6 D.P.C. Assets
3090.2.4.7 Financial Condition
3090.2.5 Laws, Regulations, Interpretations, and Orders
3100.0 Section 4(c)(8) of the BHC Act—Consumer Finance
3100.0.1 Introduction
3100.0.2 Funding
3100.0.3 Inspection Objectives
3100.0.4 Inspection Procedures
3100.0.4.1 On-Site Phase
3100.0.4.2 Policy Evaluation
3100.0.4.3 Evaluation of the Supervisory Structure
3100.0.4.4 Detailed Procedures for an Office Visit
3100.0.4.5 Additional Procedures
3100.0.4.6 Compliance
3100.0.4.7 Asset Classification Policy
3100.0.4.8 Ratio Analysis
3100.0.4.9 Delinquency
3100.0.4.10 Liquidation
3100.0.4.11 Loss Reserves
3100.0.4.12 Volume
3100.0.4.13 Evaluation of the Company’s Condition
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3100.0.5 Laws, Regulations, Interpretations, and Orders
3104.0 Acquiring Debt in Default
3104.0.1 Acquisition of Defaulted Debt—Board Order
3105.0 Credit Card Authorization and Lost/Stolen Credit Card
Reporting Services
3107.0 Stand-Alone Inventory-Inspection Services
3110.0 Section 4(c)(8) of the BHC Act—Industrial Banking
3110.0.1 Nonbanking Acquisitions Not Requiring Prior Board
Approval
3110.0.2 Inspection Objectives
3110.0.3 Inspection Procedures
3110.0.4 Laws, Regulations, Interpretations, and Orders
3111.0 Section 4(c)(8) of the BHC Act—Acquisition of
Savings Associations
3111.0.1 Laws, Regulations, Interpretations, and Orders
3120.0 Section 4(c)(8) of the BHC Act—Trust Services
3120.0.1 On-Site Inspections
3130.0 Section 4(c)(8) of the BHC Act—General Financial
and Investment Advisory Activities
3130.0.1 Inspection Objectives
3130.0.2 Inspection Procedures
3130.1 Investment or Financial Advisers
3130.1.1 Real Estate Development Advisers for State
and Local Government
3130.1.2 Inspection Objectives
3130.1.3 Inspection Procedures
3130.1.3.1 Scope of Inspection
3130.1.3.2 Inspection Checklist
3130.1.3.2.1 Review of Fundamental Policies and Procedures
3130.1.3.2.2 Supervision and Organization
3130.1.3.2.2.1 Supervision and Organization Checklist
3130.1.3.2.3 Portfolio Management
3130.1.3.2.4 Conflicts of Interest
3130.1.3.2.5 Recordkeeping
3130.1.3.2.6 Security Storage and Processing
3130.1.3.2.7 Other Matters
3130.1.4 Inspection Findings
3130.1.5 On-Site Inspection by Trust Examiner(s)
3130.1.6 Laws, Regulations, Interpretations, and Orders
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3130.2 Reserved for Future Use
3130.3 Advice on Mergers and Similar Corporate Structurings,
Capital Structurings, and Financing Transactions
3130.3.1 Adviser to a Mortgage or Real Estate Investment Trust
3130.3.1.1 Evaluating Advisory Activities for a REIT
3130.3.2 Inspection Objectives
3130.3.3 Inspection Procedures
3130.3.4 Financial Advice on Issuing Securities of Foreign
Governments in the United States
3130.3.4.1 Financial Advice to the Canadian Federal, Provincial,
and Municipal Governments
3130.3.4.2 Providing Financial Advice to the Japanese National
and Municipal Governments and Their Agencies
3130.3.5 Providing Financial-Feasibility Studies and Valuation
Services
3130.35.1 Valuation Services
3130.3.5.2 Utility-Rate Testimony in Support of Utility-Company
Valuations
3130.3.6 Education-Financing Advisory Services
3130.3.7 Laws, Regulations, Interpretations, and Orders
3130.4 Informational, Statistical Forecasting, and Advisory
Services for Transactions in Foreign Exchange and
Swaps, Commodities, and Derivative Instruments
3130.4.1 Informational, Statistical Forecasting, and Advice
On Such Transactions or Instruments as Foreign-
Exchange Swaps, Commodities, and Derivatives
3130.4.2 Financial Advice as to the Structuring of and Arranging
for Loan Syndications, Interest-Rate Swaps, Caps,
and Similar Transactions
3130.4.3 Advice Relating to the Structuring of and Arranging
for Currency Swaps
3130.4.4 Advice with Respect to Futures Contracts
3130.4.4.1 Limited Advisory Services with Respect to Futures
Contracts on Stock Indexes and Options on Such
Futures Contracts
3130.4.4.2 Advice on Certain Futures and Options on Futures
3130.4.5 Providing Discretionary Portfolio Management
Services on Futures and Options on Futures on
Nonfinancial Commodities
3130.4.6 Combination of Providing Advice with Other
Nonbanking Activities
3130.4.6.1 Providing Nonfinancial Futures Advice and the
Combining of Foreign-Exchange, Government
Securities Advisory, and Execution Services
3130.4.7 Laws, Regulations, Interpretations, and Orders
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3130.5 Section 4(c)(8)—Providing Educational Courses and
Instructional Materials for Consumers on Individual
Financial Management
3130.5.1 Laws, Regulations, Interpretations, and Orders
3130.6 4(c)(8)—Tax-Planning and Tax-Preparation Services
3130.6.1 Inspection Objectives
3130.6.2 Inspection Procedures
3130.6.3 Laws, Regulations, Interpretations, and Orders
3140.0 Section 4(c)(8) of the BHC Act—Leasing Personal
or Real Property
3140.0.1 Leasing Authorizations within Regulation Y
3140.0.2 Permissible Leasing Activities
3140.0.3 Accounting for Leases
3140.0.3.1 Accounting for Leases by a Lessee
3140.0.3.1.1 Operating Method of Accounting for Leases
3140.0.3.1.2 Capitalized Lease Method of Accounting for Leases
3140.0.3.2 Accounting for Leases by a Lessor
3140.0.3.2.1 Operating Lease (Lessor)
3140.0.3.2.2 Direct Financing Capitalized Lease
3140.0.3.2.3 Balance-Sheet Presentation
3140.0.3.2.4 Classification
3140.0.3.2.5 Delinquency
3140.0.4 Leveraged Leases
3140.0.5 Inspection Objectives
3140.0.6 Inspection Procedures
3140.0.7 Laws, Regulations, Interpretations, and Orders
3150.0 Section 4(c)(8) of the BHC Act—Community Welfare
Projects
3150.0.1 Investments in Corporations or Projects to Promote
Community Welfare—Board Interpretation
3150.0.2 Examples of Board-Approved Activities Designed to
Promote Community Welfare
3150.0.3 Examples of Investments Viewed as Not Promoting
Community Welfare
3150.0.4 Inspection Objectives
3150.0.5 Inspection Procedures
3150.0.6 Laws, Regulations, Interpretations, and Orders
3160.0 Section 4(c)(8) of the BHC Act—EDP Servicing
Company
3160.0.1 Introduction—Provision of Data Processing and
Transmission Services
3160.0.2 Incidental Activities
3160.0.3 Section 4(c)(8) vs. Section 4(c)(1)
3160.0.4 Mini-Computer Activities
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3160.0.5 Hardware and Software as an Integrated Package
3160.0.6 Packaged Financial Systems
3160.0.7 Excess Capacity
3160.0.8 Byproducts
3160.0.9 Requirement of Separate Recordkeeping
3160.0.10 Summary
3160.0.11 Inspection Objectives
3160.0.12 Inspection Procedures
3160.0.12.1 Pre-Inspection
3160.0.12.2 On-Site
3160.0.13 Laws, Regulations, Interpretations, and Orders
3160.1 Section 4(c)(8) of the BHC Act—EDP Servicing:
Network for the Processing and Transmission
of Medical Payment Data
3160.2 Engaging in Electronic Benefit Transfer,
Stored-Value Card, and Electronic Data
Interchange Services
3160.2.1 Electronic Benefit Transfer Services
3160.2.2 Stored-Value Card Services
3160.2.2.1 Stored-Value Card Closed Systems
3160.2.2.2 Stored-Value Card Open Systems
3160.2.3 Electronic Data Interchange Services
3160.2.4 Board Approval
3160.3 Data Processing Activities: Obtaining Travelers’
Checks and Postage Stamps Using an ATM
Card and Terminal
3160.4 Providing Data Processing in Connection with the
Distribution, through ATMs, of Tickets, Gift
Certificates, Prepaid Telephone Cards, and Certain
Other Documents
3160.5 Engage in Transmitting Money
3160.5.1 Engage in Transmitting Money in the United States
3165.1 Support Services—Printing and Selling MICR-
Encoded Items
3170.0 Section 4(c)(8) of the BHC Act—Insurance Agency
Activities of Bank Holding Companies
3170.0.1 Insurance Agency Activities Permissible for Bank
Holding Companies
3170.0.2 Insurance Agency Activities
3170.0.3 Permissible Types of Coverage Including Grandfather

Privileges
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3170.0.3.1 Insurance Activities Permissible for Bank Holding
Companies per Section 225.28(b)(11)(i) of the Board’s
Regulation Y
3170.0.3.2 Section 225.28(b)(11)(ii) of Regulation Y—Sale of
Credit-Related Property Insurance by Finance
Company Subsidiaries of a BHC
3170.0.3.21 Definition of a Finance Company
3170.0.3.2.2 Property Insurance a Finance Company May Sell
3170.0.3.3 Section 225.28(b)(11)(iii) of Regulation Y—Insurance
in Small Towns
3170.0.3.4 Section 225.28(b)(11)(iv) of Regulation Y—Insurance
Agency Activities Conducted on May 1, 1982
3170.0.3.4.1 Limitations on Expansion of Grandfather Rights
3170.0.3.4.2 Transfer of Grandfather Rights among Subsidiaries
3170.0.3.5 Section 225.28(b)(11)(v) of Regulation Y—Bank
Holding Company’s Insurance Coverage for
Internal Operations
3170.0.3.6 Section 225.28(b)(11)(vi) of Regulation Y—Small Bank
Holding Companies
3170.0.3.7 Section 225.28(b)(11)(vii) of Regulation Y—Insurance
Agency Activities Conducted before 1971
3170.0.3.7.1 Agency Activities
3170.0.4 Income from the Sale of Credit Life Insurance
3170.04.1 Policy Statement on Income from Sale of Credit Life
Insurance
3170.0.4.2 Disposition of Credit Life Insurance Income
3170.0.5 Inspection Objectives
3170.0.6 Inspection Procedures
3170.0.7 Laws, Regulations, Interpretations, and Orders
3180.0 Section 4(c)(8) of the BHC Act—Insurance
Underwriters
3180.0.1 Insurance Underwriting Activities
3180.0.1.1 Insurance Underwriting Activities Permissible for Bank
Holding Companies per Section 225.28(b)(11)(i) of
the Board’s Regulation Y—Credit Insurance
3180.0.2 Limited Property Insurance Related to an Extension of
Credit (Finance Company Subsidiary of a Bank
Holding Company)
3180.0.3 Insurance Activities before 1971
3180.0.4 Underwriting as Reinsurer
3180.0.5 Inspection Objectives
3180.0.6 Inspection Procedures
3180.0.7 Laws, Regulations, Interpretations, and Orders
3190.0 Section 4(c)(8) of the BHC Act—Courier Services
3190.0.1 Inspection Objectives
3190.0.2 Inspection Procedures
3190.0.3 Laws, Regulations, Interpretations, and Orders
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3200.0 Section 4(c)(8) of the BHC Act—Management
Consulting and Counseling Services
3200.0.1 Management Consulting Limitations
3200.0.2 Inspection Objectives
3200.0.3 Inspection Procedures
3200.0.4 Laws, Regulations, Interpretations, and Orders
3202.0 Employee Benefits Consulting Services
3202.0.1 Board Orders Involving Employee Benefits Consulting
3204.0 Career Counseling
3204.0.1 Career Counseling—Initial Board Order
3210.0 Section 4(c)(8) of the BHC Act—Money Orders,
Savings Bonds, and Travelers’ Checks
3210.0.1 Inspection Objectives
3210.0.2 Inspection Procedures
3210.0.3 Laws, Regulations, Interpretations, and Orders
3210.1 Payment Instruments
3210.1.1 Issuing Consumer-Type Payment Instruments Having
a Face Value of Not More than $10,000
3210.1.2 Issuing and Selling Official Checks with No Maximum
Face Value
3210.1.3 Issuing and Selling Drafts and Wire Transfers Payable
in Foreign Currencies
3210.14 Issuing and Selling Variably Denominated Payment
Instruments without Limitation as to Face Value
3220.0 Section 4(c)(8) of the BHC Act—Arranging
Commercial Real Estate Equity Financing
3220.0.1 Laws, Regulations, Interpretations, and Orders
3230.0 Section 4(c)(8) of the BHC Act—Agency
Transaction Services for Customer Investments
(Securities Brokerage)
3230.0.1 Overview on Securities Brokerage as a Nonbanking
Activity
3230.0.2 Initial Board Order Approval for Securities Brokerage
3230.0.2.1 Margin Lending
3230.0.2.2 Maintenance of Customer Securities Accounts
3230.0.2.3 Custodial Services
3230.0.3 Margin Credit Activities and Securities Brokerage
3230.0.4 Final Rule Adoption—Activity Initially Added to
Regulation Y
3230.0.5 Market Entry into Securities Brokerage
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3230.0.6 Purpose of Inspection of Securities Brokerage
Activities
3230.0.7 Inspection Objectives
3230.0.8 Scope of Inspection
3230.0.9 Materials Required for Inspection
3230.0.10 Inspection Procedures
3230.0.10.1 Organization and Management
3230.0.10.2 Operations
3230.0.10.2.1 Execution
3230.0.10.2.2 Settlement
3230.0.10.2.3 Delivery
3230.0.10.2.4 Recordkeeping
3230.0.10.2.5 Audits and Controls
3230.0.10.3 Conflicts of Interest
3230.0.10.3.1 Relationship with Affiliated Trust Departments
3230.0.10.4 Earnings, Volume Trends, and Prospects
3230.0.10.5 Compliance
3230.0.10.6 Presentation of Findings
3230.0.11 Examination Checklists
3230.0.11.1 Securities Brokerage Inspection Checklist
3230.0.11.2 Securities Brokerage/Internal Control Checklist
3230.0.12 Laws, Regulations, Interpretations, and Orders
3230.05 Section 4(c)(8) of the BHC Act—Securities
Brokerage (Board Decisions)
3230.1 Securities Brokerage in Combination with
Investment Advisory Services
3230.2 Securities Brokerage with Discretionary Investment
Management and Investment Advisory Services
3230.3 Offering Full-Service Brokerage Services for
Bank-Ineligible Securities
3230.4 Private-Placement and Riskless-Principal Activities
3230.4.1 Engaging in Commercial-Paper Placement Activities
to a Limited Extent
3230.4.2 Acting as Agent in the Private Placement of All
Types of Securities and Acting as Riskless Principal
3230.4.3 Incorporation of Private-Placement Nonbanking
Activities into the Board’s Regulation Y
3230.4.4 Riskless Principal
3230.4.4.1 Description of Riskless-Principal Transactions
3230.4.4.2 Underwriting and Riskless Principal
3230.4.4.3 Summary of Board Action on Acting as Agent in
Private Placement and as Riskless Principal in
Buying and Selling Securities
3230.4.4.4 Changes to the Underwriting Conditions for Riskless-
Principal Activities
3230.4.4.5 Incorporation of Riskless-Principal Transactions into

Regulation Y

BHC Supervision Manual

Page 12

June 1999



Table of Contents

3000 Nonbanking Activities

Sections Subsections Title
3230.5 Acting as a Municipal Securities Brokers’ Broker
3230.6 Acting as a Conduit in Securities Borrowing and Lending
3240.0 Section 4(c)(8) of the BHC Act—Underwriting and
Dealing in U.S. Government Obligations, Municipal
Securities, and Money Market Instruments
3240.0.1 History of Board Approvals of Underwriting and
Dealing in Government Obligations and Money
Market Instruments
3240.0.2 Adding the Activity to Section 225.28(b) of
Regulation Y
3240.0.3 Regulation of Dealer Activities
3240.0.4 Dealer Activities
3240.0.5 Government and Municipal Securities
3240.0.6 U.S. Government Securities Trading
3240.0.6.1 “When-Issued” Trading
3240.0.6.2 Due Bills
3240.0.6.3 Clearance
3240.0.6.4 Short Sales
3240.0.6.5 Arbitrage
3240.0.7 Money Market Trading
3240.0.7.1 Bankers’ Acceptances
3240.0.7.2 Certificates of Deposit
3240.0.8 Repurchase Agreements and Securities Lending
3240.0.9 Policy Summary
3240.0.10 Scope of the Inspection
3240.0.11 Inspection Objectives
3240.0.12 Inspection Procedures
3240.0.13 Review of Internal Controls
3240.0.13.1 Securities Underwriting Trading Policies
3240.0.13.2 Offsetting Resale and Repurchase Transactions
3240.0.13.3 Custody and Movement of Securities
3240.0.13.4 Purchase and Sales Transaction
3240.0.13.5 Customer and Dealer Accounts
3240.0.13.6 Other
3240.0.14 Laws, Regulations, Interpretations, and Orders
3250.0 Section 4(c)(8) of the BHC Act—Agency Transactional
Services (Futures Commission Merchants and
Futures Brokerage)
3250.0.1 Scope of Guidance
3250.0.2 Evaluation of FCM Risk Management
3250.0.2.1 Board and Senior Management Oversight
3250.0.2.2 Policies, Procedures, and Limits
3250.0.2.3 Risk Measurement, Monitoring, and Reporting
3250.0.2.4 Internal Controls
3250.0.3 Futures Exchanges, Clearinghouses, and FCMs
3250.0.4 Commodity Exchange Act, Commodity Futures Trading
Commission, and Self-Regulatory Organizations
3250.0.5 Federal Reserve Regulation of FCMs and CTAs
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3250.0.6 Participation in Foreign Markets

3250.0.7 Specific Risks and Their Risk-Management
Considerations

3250.0.7.1 Credit Risk

3250.0.7.1.1 Customer-Credit Risk

3250.0.7.1.2 Customer-Financing Risk

3250.0.7.1.3 Clearing-Only Risk

3250.0.7.1.4 Carrying-Broker Risk

3250.0.7.1.5 Executing-FCM Risk

3250.0.7.1.6 Pit-Broker Risk

3250.0.7.1.7 Clearinghouse Risk

3250.0.7.1.8 Guarantees

3250.0.7.2 Market Risk

3250.0.7.3 Liquidity Risk

3250.0.7.4 Reputation Risk

3250.0.7.4.1 Commodity Trading Adviser

3250.0.7.5 Operations Risk, Internal Controls, Internal Audits,
and Compliance

3250.0.7.5.1 Operations Risk

3250.0.7.5.2 Internal Controls

3250.0.7.6 Internal Audits and Their Review

3250.0.8 Inspection Guidance

3250.0.9 Inspection Objectives

3250.0.10 FCM Inspection Procedures

3250.0.11 FCM Supplemental Checklist Questionnaire

3250.0.12 Laws, Regulations, Interpretations, and Orders

3251.0 Futures Commission Merchants Board Orders

3251.0.1 FCM Brokerage of Futures Contracts on a Municipal
Bond Index

3251.0.2 FCM Brokerage of Certain Futures Contracts on
Stock Indexes Including Options

3251.0.3 Limited FCM Clearing-Only and Executing-Only Trades

3251.0.4 FCM Clearing Transactions by Preapproved Execution
Groups

3251.0.5 FCM—Executing and Clearing, and Clearing Without
Executing, Futures and Options on Futures on
Nonfinancial Commodities

3251.0.5.1 BHC'’s Execution and Clearance of Futures and Options
on Futures on Nonfinancial Commodities

3251.0.5.2 FCM'’s Execution and Clearance of Futures and Options
on Futures on Nonfinancial Commodities

3251.0.6 FCM and Related Advisory Services for Options on
Eurotop 100 Index Futures and the One-Month Canadian
Banker’s Acceptance Futures

3251.0.7 FCM Trading for Its Own Account in Futures, Options,
and Options on Futures Contracts Based on Certificates
of Deposit or Other Money Market Instruments

3251.0.8 FCM Engaging in Commaodity and Index Swap

Transactions as an Originator, Principal, Agent,
Broker, or Advisor
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Sections

Subsections
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3255.0

3260.0

3251.0.9

3251.0.10

3251.0.11

3251.0.12

3251.0.12.1

3251.0.12.2

3251.0.12.3
3251.0.13

3251.0.13.1

3251.0.13.2

3251.0.13.3

3255.0.1

3255.0.2

3255.0.3

3260.0.1

3260.0.2
3260.0.3

3260.0.3.1

FCM Trading in Futures, Options, and Options on Future
Contracts Based on Commodities or on Stock, Bond,
or Commodity Indices for Its Own Account

Appendix A—Previous Prior-Approval Requirements for
Bank Holding Companies Proposing to Engage in
FCM Activities

Providing Discretionary Portfolio Management Services
on Futures and Options on Futures on Financial
Commaodities

FCM Execution, Clearance, and Advisory Services for
Contracts on Financial and Nonfinancial Commoditie
for Noninstitutional Customers

Providing FCM Services to Certain Sophisticated
Noninstitutional Customers

Foreign-Exchange Activities

Board’s Decision on the Proposed FCM Activities

FCM Serving as a Primary Clearing Firm for a Limited
Number of Floor Traders and Brokerage Services for
Forward Contracts on Financial and Nonfinancial
Commaodities

Primary Clearing Firm for a Limited Number of
Professional Floor Traders

Brokerage Services with Respect to Forward Contracts
Based on Certain Financial and Nonfinancial
Commaodities

Conclusion

Agency Transactional Services—Other Transactional
Services

Brokering Options on Securities Issued or
Guaranteed by the U.S. Government and Its
Agencies and Options on U.S. and Foreign
Money-Market Instruments

Brokering Options in Foreign Currency on Exchanges
Regulated by the SEC

Executing and Clearing CFTC-Regulated Options on
Bullion and Foreign Exchange on Authorized
Commodity Exchanges

Investment Transactions as Principal—Investing and
Trading Activities

Underwriting and Dealing in Government Obligations
and Money Market Instruments

Foreign Exchange

Engaging as Principal in Bank-Eligible Derivatives
Involving Financial and Nonfinancial Assets or Groups
of Assets

Trading for a Company’s Own Account in Futures,
Options, and Options on Futures Based on U.S.
Government Securities and Certain Money Market
Instruments
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3260.0.3.2 Dealing as a Registered Options Trader on Foreign-
Exchange Options
3260.0.3.3 Acting as a Specialist in Options on Foreign Exchange
3260.0.3.4 Acting as a Dealer, Broker with Respect to Interest
Rate and Currency Swaps and Related Transactions
3260.0.3.5 Currency Swaps for Hedging the BHC’s Own Position
in Foreign Currency
3260.0.3.6 Dealing in Gold, Silver, Platinum, and Palladium Bullion
and Coins
3270.0 Section 4(c)(8) of the BHC Act—Real Estate and
Personal Property Appraising
3270.0.1 Scope of Inspection
3270.0.2 Appraisal Standards for Federally Related
Transactions
3270.0.3 Appraiser’s Qualifications
3270.0.4 Key Components of a Personal Property Appraisal
Report
3270.0.5 Appraisal of Construction and Construction Analysis
Services
3270.0.6 Inspection Objectives
3270.0.7 Inspection Procedures
3270.0.8 Laws, Regulations, Interpretations, and Orders
3320.0 Section 4(c)(8) of the BHC Act—Check-Guaranty
and Check-Verification Services
3320.0.1 Inspection Objectives
3320.0.2 Inspection Procedures
3320.0.3 Laws, Regulations, Interpretations, and Orders
3330.0 Section 4(c)(8) of the BHC Act—Operating a
Collection Agency
3330.0.1 Inspection Objectives
3330.0.2 Inspection Procedures
3330.0.3 Laws, Regulations, Interpretations, and Orders
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Sections Subsections Title
3340.0 Section 4(c)(8) of the BHC Act—Operating a Credit
Bureau
3340.0.1 Inspection Objectives
3340.0.2 Inspection Procedures
3340.0.3 Laws, Regulations, Interpretations, and Orders
3500.0 Tie-In Considerations of the BHC Act
3500.0.1 Anti-Tying Restrictions and Other Provisions
3500.0.1.1 Section 106 Statutory Exceptions
3500.0.2 Anti-Tying Regulatory Exceptions
3500.0.2.1 Traditional Bank Product Exception
3500.0.2.2 Safe Harbor for Combined-Balance Discounts
3500.0.2.3 Safe Harbor for Foreign Transactions
3500.0.3 Applicability of Anti-Tying Exceptions to Entities
Other Than Banks
3500.0.4 Tie-In Arrangements Relating to Nonbank Banks
3500.0.5 Voluntary Versus Involuntary Tie-In Arrangements
3500.0.6 Inspection Objectives
3500.0.7 Inspection Procedures
3500.0.8 Inspection Checklist for Compliance with the
Tie-In Arrangement Prohibitions
3510.0 Sections 4(c)(9) and 2(h) of the BHC Act—
Nonbanking Activities of Foreign Banking
Organizations
3510.0.1 Regulation K
3510.0.2 Nonbanking Exemptions from the BHC Act
for QFBOs under Sections 4(c)(9) and 2(h)
3510.0.2.1 Section 4(c)(9) of the BHC Act
3510.0.2.2 Section 2(h) of the BHC Act
3510.0.3 Grandfather Rights
3510.04 Laws, Regulations, Interpretations, and Orders
3520.0 Section 4(c)(10) of the BHC Act—Grandfather
Exemption from Section 4 for BHCs Which
Are Banks
3530.0 Section 4(c)(11) of the BHC Act—Authorization for
BHCs to Reorganize Share Ownership Held on the
Basis of Any Section 4 Exemption
3540.0 Section 4(c)(12) of the BHC Act—Ten-Year
Exemption from Section 4 of the BHC Act
3540.0.1 Laws, Regulations, Interpretations, and Orders
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3550.0 Section 4(c)(13) of the BHC Act—International
Activities of Domestic Bank Holding Companies
3550.0.1 Investments by Bank Holding Companies, Edge
Corporations, and Member Banks in Foreign
Companies
3550.0.2 Laws, Regulations, Interpretations, and Orders
3560.0 Section 4(c)(14) of the BHC Act—Export Trading
Companies
3560.0.1 Inspection Procedures
3560.0.1.1 Export Trading Company Questionnaire
3600.0 Permissible Activities by Board Order
3600.0.1 Inspection Objective
3600.0.2 Inspection Procedures
3600.1 Operating a** Pool Reserve Plan”
3600.2— Reserved for future use
3600.4
3600.5 Engaging in Nonbank Activities via Foreign Branches
3600.5.1 New York Investment Company
3600.5.2 Engaging in Banking Activities through Foreign
Branches of a Nonbank Company
3600.6 Operating a Securities Exchange
3600.7 Acting as a Certification Authority for Digital Signatures
3600.8 Private Limited Investment Partnership
3600.9— Reserved for future use
3600.12
3600.13 FCM Activities
3600.13.1 Serving as, and Controlling a Private Limited Partnership
as, a Commodity Pool Operator
3600.14— Reserved for future use
3600.16
3600.17 Insurance Activities
3600.17.1 Engaging in Title Insurance Agency Activities

Pursuant to Regulation Y
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Sections

Subsections

Title

3600.18—
3600.20

3600.21

3600.22

3600.23

3600.24

3600.25
3600.26

3600.27

3600.28

3600.29

3600.21.1

3600.21.2

3600.21.3

3600.21.4

3600.21.5

3600.21.6

3600.24.1

3600.24.2

3600.27.1

3600.27.2

3600.27.3

3600.28.1

3600.28.2

Reserved for future use

Underwriting and Dealing

Underwriting and Dealing in Commercial Paper to a
Limited Extent

Engage in Underwriting and Dealing, to a Limited
Extent, in Municipal Revenue Bonds, Mortgage-
Related Securities, and Commercial Paper

Engage in Limited Underwriting and Dealing in
Consumer-Receivable-Related Securities

Limited Underwriting and Dealing in Debt and Equity
Securities

Acting as a Dealer-Manager in Connection with
Cash-Tender and Exchange-Offer Transactions

Underwriting ** Private Ownership” Industrial
Development Bonds

Reserved for future use

Issuance and Sale of Mortgage-Backed Securities
Guaranteed by GNMA

Sales Tax Refund Agent and Cashing U.S. Dollar
Payroll Checks

Acting as a Sales Tax Refund Agent for the
State of Louisiana

Cashing U.S. Dallar Payroll Checks Drawn on
Unéffiliated Banks

Providing Government Services

Real Estate Settlement through a Permissible Title
Insurance Agency

Providing Administrative and Certain Other Services
to Mutual Funds

Glass-Steagall Act Issuesin Providing Administrative
Services

Permissibility of Proposed Administrative Services
Activities

Board's Conclusion on Providing Administrative Services

Developing Broader Marketing Plans and Advertising
and Sales Literature for Mutual Funds

Control Considerations Involving Promotional
and Marketing Activities
Management Interlock Control Considerations

Providing Employment Histories to Third Parties
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3600.29.1 Credit-Related Employment Histories
3600.29.2 Non-Credit-Related Employment Histories
3600.30 Real Estate Title Abstracting
3700.0 Impermissible Activities
3700.1 Land Investment and Development
3700.2 Insurance Activities
3700.2.1 Premium Funding
3700.2.2 Life Insurance Underwriting
3700.2.3 Sale of Level-Term Life Insurance
3700.2.4 Underwriting Real Estate Mortgage Guarantee
Insurance
3700.2.5 Underwriting Property and Casualty Insurance
3700.2.6 Title Insurance
3700.3 Real Estate Brokerage and Syndication
3700.3.1 Brokerage
3700.3.2 Syndication
3700.4 Genera Management Consulting
3700.5 Property Management
3700.6 Travel Agencies
3700.7 Providing Credit Ratings on Bonds, Preferred Stock,
and Commercial Paper
3700.8 Acting as a Specialist in Foreign-Currency Options on
a Securities Exchange
3700.9 Design and Assembly of Hardware for the Processing
or Transmission of Banking and Economic Data
3700.10 Armored Car Services
3700.11 Computer Output Microfilm Service
3700.12 Clearing Securities Options and Other Financial
Instruments for the Accounts of Professional
Floor Traders
3900.0 Section 4(k) of the BHC Act—Financial Holding
Companies
3901.0 U.S. Bank Holding Companies Operating as Financial
Holding Companies
3901.0.1 Supervisory Concerns
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3901.0.2 Laws, Regulations, Interpretations, and Orders
3903.0 Foreign Banks Operating as Financial Holding Companies
3903.0.1 Financial Holding Company Qualification Requirements
3903.0.2 Foreign Bank Fails to Continue Meeting FHC
Capital and Management Requirements
3903.0.3 An Insured Branch Fails to Maintain a Satisfactory
or Better CRA Rating
3903.0.4 Laws, Regulations, Interpretations, and Orders
3905.0 Permissible Activities for FHCs
3905.0.1 Activities That Are Permissible for FHCs Under
Section 225.86(a) of Regulation Y
3905.0.2 Securities Underwriting, Dealing, and Market-Making
Activities
3505.0.3 Laws, Regulations, Interpretations, and Orders
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Introduction to Nonbank Activities
Section 3000.0

The Bank Holding Company Act of 1956 wasing or managing or controlling banks. Section
enacted to limit the expansion of banking insti-225.25(b) of the Board’s Regulation Y lists
tutions into nonbanking activities. A bank hold-permissible nonbanking activities that the Boart
ing company was defined in the 1956 act as ahas deemed to meet these criteria (see appe
entity that owned or controlled 25 percent ordix 1 of this section). The list of permissible
more of the voting shares of two or more banksnonbanking activities has been expanded ¢
companies owning only one bank were exemptedarious times.
from regulation under the act. The Board has also permitted by order, on ai
During the 1960s there was a dramatic growtindividual basis, certain activities that it consid-
in the number of commercial enterprises thaérs to be closely related to banking under sec
purchased one bank, engaged in nonbankirtgpn 4(c)(8) of the act, but in doing so the Board
activities, and remained exempt from reguladid not expand the list of permissible activities
tion. As a result of this change in the structuraunder section 225.25(b) of Regulation Y. For &
of bank ownership, Congress enacted the Barlst of such activities, see appendix 2 of this
Holding Company Act Amendments of 1970.section.
Of these amendments, the most significant is the In determining whether the performance of &
extension of the act to cover one-bank holdingionbank activity by a bank holding company or
companies. The Federal Reserve Board wake acquisition of a nonbank firm by a bank
granted the authority to regulate the expansioholding company is a proper incident to bank-
of one-bank holding companies. ing, the Board applies a “public interest test.”
In 1978, Congress passed the Internationdlhe Board determines whether the propose
Banking Act. Section 8 of this act expanded thenew activity or proposed acquisition “can rea-
nonbanking prohibitions of the Bank Holding sonably be expected to produce benefits to th
Company Act to foreign banks that engage irpublic, such as greater convenience, increase
the business of banking in the United Statesompetition, or gains in efficiency, that out-
directly through a branch or agency or indirectiyweigh possible adverse effects, such as undt
through a subsidiary commercial lending com<oncentration of resources, decreased or unfe
pany. This expanded the nonbanking restrictionsompetition, conflicts of interest, or unsound
beyond simply covering foreign banks that owrbanking practices.”
or control U.S. banks or bank holding compa- An interpretation of Regulation Y (12 C.F.R.
nies. However, section 2(h) of the BHC Act225.126) dated April 28, 1972, and amende
provides foreign organizations that are princi-September 20, 1972, listed activities that the
pally engaged in the business of banking outsidBoard determined do not satisfy the “so closely
the United States with exemptions from therelated” test under section 4(c)(8). The Boarc
nonbanking prohibitions of the BHC Act. Fur- subsequently determined that a number of othe
ther exemptions have been granted by the Board&tivities do not satisfy the closely related test
discretionary authority under section 4(c)(9)For a complete list of these impermissible
when such exemptions were in the public interactivities, see appendix 3 of this section, and fo
est and were consistent with the purposes of the brief description of a selected number of the
BHC Act. activities denied by the Board, see section 3700.
Under section 4(c) of the BHC Act, Congresset seq.
exempted a limited number of investments from As the primary regulator for bank holding
the general prohibition against owning or concompanies and their directly held nonbank sub
trolling shares of nonbank concerns. Sectiosidiaries, the Federal Reserve System conduc
4(c)(8) permits investment in “shares of anyinspections of their operations, financial condi-
company the activities of which the Boardtion, and compliance with appropriate banking
after due notice and opportunity for hearingand other related statutes and regulations. Inspe
has determined by regulation to be so closelfion personnel are called upon to evaluate th
related to banking or managing or controllingcurrent condition of the organization as well as
banks as to be a proper incident thereto.” Théts future prospects.
act also provides that any bank holding com- On August 10, 1987, the Competitive Equal-
pany may apply to the Board for permissionity Banking Act of 1987 was signed into law.
to engage in an activity that has not yet beefhe act redefined the definition of “bank” in
determined to be permissible if the applicant
is of the opinion that the activity in its par- BHC Supervision Manual June 1997
ticular circumstances is closely related to bank- Page 1




Introduction to Nonbank Activities 3000.0

section 2 of the BHC Act so that an FDIC-ally permits an Edge or agreement corporation
insured institution is deemed a bank. to only engage in international banking or finan-
State-authorized activities of savings bankscial activities (see 12 C.F.R. 211.4(e)). A sepa-
A special rule was established for qualifiedrate manual,Guidelines and Instructions for
savings banks (state-chartered, FDIC-insureBixamination of Edge Corporationsets forth
institutions organized before March 5, 1987}the rules and procedures for examining Edge or
that are subject to the BHC Act (see sectioragreement corporations and for determining
2090.7). In accordance with section 3 of thevhether their activities are permissible.
BHC Act, a qualified savings bank may engage Companies that only own an Edge Act or
in any nonbanking activity, except insuranceagreement corporatianAny company, other
activities, either directly or through a subsidiarythan a bank, that acquired an Edge Act or agree-
that it is permitted to conduct directly as ament corporation after March 5, 1987, must
state-chartered savings bank, even if thoseonform its activities to section 4 of the BHC
activities are not otherwise permissible for banlAct.
holding companies. In order to engage in those Underwriting and dealing in debt and equity
activities, however, a qualified savings banksecurities Beginning in January 1989, certain
must remain a savings bank, and a subsidiary skection 20 nonbanking subsidiaries of bank hold-
a savings bank holding company (a companing companies were approved to underwrite and
that controls one or more qualified savinggeal in debt or equity securities (excluding
banks whose total aggregate assets, upon formgpen-end investment companies) (see 1989 FRB
tion and at all times thereafter, constitute afl92). The Board required, and delayed com-
least 70 percent of the assets of the holdingnencement of the activity, until it was deter-
company). mined by the Board that each applicant had
With respect to insurance activities, qualifiedestablished the necessary managerial and opera-
savings banks may engage in underwriting antional infrastructure to commence the expanded
selling savings bank life insurance if the savingginderwriting and dealing activity and to comply
bank is located in Connecticut, Massachusettgyith their Board order. The applicant’s capital
or New York and if certain other conditions areplan had to be determined to be adequate along
met. with the necessary policies and procedures needed
BHCs engaging in nonbanking activities into comply with the Board'’s order. The Board's
foreign countriesA bank holding company has order requires that loans to, and capital invest-
greater leeway to perform nonbanking activitiegnentsin, the underwriting subsidiary be deducted
abroad than in the United States in that it majrom the bank holding company’s capital, as
engage in nonbanking activities abroad thaprovided for in the Board's capital adequacy
would not be permissible in the United Statesguidelines. The Board further confirmed that the
However, activities abroad are subject to limita&ctivities could not be conducted in any other
tions. Section 211.5 of Regulation K requires gubsidiary other than the Board-approved sec-
bank holding company to limit its direct and tion 20 subsidiary. (See section 3600.21.4.)
indirect activities abroad to those usual in con- As for underwriting and dealing in equity
nection with banking and financial activities andsecurities, the Board stated in the order that it
to necessary related activities. Section 211.would review within a year whether the appli-
also lists particular activities that are permis€ants could commence the activity. The first
sible abroad and provides rules regarding wheRoard authorization to commence underwriting
a bank holding company must submit an appliand dealing in equity securities was given on
cation to engage in such activities directly orSeptember 20, 1990, subject to the bank holding
through investments. company’s commitments within its respective
Edge Act or agreement corporations.bank Bqard order,.including its commitment to main-
holding company may own an Edge or agreetain the capital of its section 20 subsidiary at
ment corporation. The Federal Reserve Act anl§Vels necessary to support its activities and
Regulation K govern the permissible activitiescommensurate with industry standards, and that
of Edge or agreement corporations. An Edge df Will accordingly increase the capital of the
agreement corporation is an international banksection 20 subsidiary as it grows.
ing vehicle that may only engage in listed or Modifications to the Board'’s orders authoriz-
approved activities that are incidental to internalng BHC subsidiaries to underwrite and deal in

tional or foreign business. The restriction generbank-ineligible securities consistent with sec-
tion 20 of the Glass-Steagall AcThe Board

BHC Supervision Manual June 1997 announced its approval of modifications to its
Page 2 previous section 20 authorizations by order, on




Introduction to Nonbank Activities 3000.0

September 21, 1989 (1989 FRB 751). The modin addition, the section 20 subsidiary may nof
fications (1) raised from 5 percent to 10 percenborrow from its parent bank. Any loans to,
(currently 25 percent) the revenue limit on thetransfers of assets to, or investments in the sei
amount of total revenues a section 20 subsidiaryon 20 subsidiary must also have Board approva
may derive from bank-ineligible securities underSee 1990 FRB 158, 455, 554, 568, 573, 652
writing and dealing activities, and (2) permit theand 683.
underwriting and dealing in securities of affili-  Financial Institutions Reform, Recovery, and
ates, consistent with section 20 of the GlassEnforcement Act of 1989 (FIRREAJhis act
Steagall Act, if the securities are rated by amecame law on August 9, 1989. The law revise
unaffiliated, nationally recognized statistical ratsection 4(c)(8) of the BHC Act and authorized
ing organization, or are issued or guaranteethe Board to approve applications from bank
by the Federal National Mortgage Associatiorholding companies for the acquisitions of sav-
(FannieMae), the Federal Home Loan Mortgagéngs associations. The Board thus revised se
Corporation (FHLMC), or the Governmenttion 225.25(b)(9) of Regulation Y to include as
National Mortgage Association (GNMA), or a permissible nonbanking activity the owning,
represent interests in such obligations. controlling, or operating of a savings associa
Acting as agent in the private placement ofion, if the savings association engages only ir
all types of securities and acting as risklessieposit taking, lending, and other activities per
principal in buying and selling securitiedn  missible for bank holding companies. The legis:
another Board order, the Board authorized @tion required the Board to remove tanden
bank holding company to transfer its privatesestrictions of previous Board orders that are
placement activities from its commercial banknot prohibited by FIRREA and to confine, in
subsidiary to its section 20 subsidiary. The secapproving applications, limitations on transac-
tion 20 subsidiary would act as agent in thaions between the savings association and i
private placement of all types of securitiesbank holding company affiliates to those requirec
including the provision of related advisory ser-by sections 23A and 23B of the Federal Reserv
vices, and to buy all types of securities on theAct. FIRREA made sections 23A and 23B
order of investors as a “riskless principal.” Theapplicable to savings associations as thoug
Board concluded that the section 20 subsidiary’sthey were member banks. Two exceptions
private placement of debt and equity securitieapply: (1) no extensions of credit may be grante
within the limits proposed did not involve the by a savings association to an affiliate unless
underwriting or public sale of securities for theis engaged only in activities permissible for
purposes of section 20 of the Glass-Steagallank holding companies in the BHC Act, and
Act, and that the revenues derived therefroni2) savings associations may not purchase
should not be subject to the 25 percent revenugavest in securities of an affiliate other than
limitation placed on bank-ineligible securitiesshares of a subsidiary. The legislation also pro
activities. (See section 3230.4.) vided for a “sister bank” exemption from the
Foreign banks authorized to operate sectiorprovisions of sections 23A and 23B of the Fed:
20 subsidiaries to underwrite and deal in corpo-eral Reserve Act. (See sections 2020.8 an
rate debt, commercial paper, and other securities2090.8.1.)
In a Board order (1990 FRB 158), the Board 1992 revisions to the Regulation Y (sectior
authorized a foreign bank to operate a sectiop2s.25(h)) list of nonbanking activities—the
20 subsidiary under the bank to underwrite anéjaundry list.” During 1992, the Board initiated
deal in these securities (securities issued b¥everal actions that affected certain nonbankin
open-endinvestmentcompanies are notincludedetivities. The first action, effective May 18,
The foreign bank operated outside the United 992 amended section 225.25(b)(5) of Regulz
States but owned a subsidiary bank in the Uniteglgn Y with regard to tangible personal property
States. To achieve equality between the domefeases. Subject to the stated limitations, a ban
tic and foreign banking operations in the Unitetholding company can rely on estimated residuz
States and in an effort to negate any advantagggiues of up to 100 percent of the acquisitior
that a foreign bank might have over a domestigosts of the leased property in order to recove
bank, the Board considered the foreign bank age bank holding company’s leasing costs. Pre
a bank holding company even though the bankiously, the nonbanking activity had only been
is not a subsidiary under a bank holding comapproved by Board order (see the initial Boarc

pany structure. In so doing, the Board impose@rder at 1990 FRB 462 and the subsequer
restrictions on the section 20 subsidiary. The

foreign bank may fund the section 20 subsidiBHC Supervision Manual June 1997
ary, but that action requires prior Board approval. Page 3
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Board orders at 1990 FRB 960 and 1991 FRB 1. whether banks have generally provided the
187 and 490). service;

The Board issued, effective August 10, 1992, 2. whether banks generally provide services
a revised interpretive rule regarding investmenthat are operationally or functionally so similar
advisory activities of bank holding companiesto the proposed service as to equip them particu-
to expressly provide that a bank holding comiarly well to provide the proposed service; or
pany or its nonbank subsidiary may act as agent 3. whether banks generally provide services
for customers in the brokerage of shares of athat are so integrally related to the proposed
investment company advised by the holdingervice as to require their provision in special-
company or any of its subsidiaries. In additionjzed form.
the revision provides that a bank holding com- In addition, the Board may consider other
pany or its nonbank subsidiary may providefactors in deciding what activities are closely
investment advice to customers regarding theelated to banking.Upon a positive determina-
purchase or sale of shares of an investmetibn that a proposed activity is “closely related
company advised by an affiliate. In both instance® banking or managing or controlling banks,”
the Board requires certain disclosures to bthe Board must also find that a proposed activity
made to address potential conflicts of interest as a “proper incident” to banking and that per-
adverse effects. See 12 C.F.R. 225.125(h), Regfermance of an activity by a bank holding com-
lation Y. pany can reasonably be expected to produce

Two other subsequent Board actions furthebenefits to the public (such as greater con-
consolidated additional nonbanking activitiesvenience, increased competition, or gains in
into Regulation Y (sections 225.25(b)(4) ancefficiency) that outweigh possible adverse
(b)(15)) that were previously approved by Boarceffects (such as undue concentration of resources,
order, as they related to providing full brokeragelecreased or unfair competition, conflicts of
services, and separately, financial advisory seinterest, or unsound banking practices).
vices. The Board approved both changes, sub- The following describes three categories of
ject to the limitations stated therein, effectivebank holding company nonbanking activities:
September 10, 1992. 1. those that have been found to be permis-

sible and are listed in Regulation Y, the so-
called laundry list activities (see appendix 1);
3000.0.1 CATEGORIES OF 2. those that are permissible by Board order
NONBANKING ACTIVITIES only (see appendix 2); and
3. those that have been denied by the Board
Section 4(c)(8) of the BHC Act authorizes bank(see appendix 3).
holding companies to engage directly or through
a subsidiary in activities that the Board deter-
mines are closely related to banking or manag-
ing or controlling banks. The Board and the
courts have established the following guidelines
for determining whether a nonbanking activity
is closely related to banking:
2. Alabama Association of Insurance Agents v. Board of

1. National Courier Association v. Board of Governors, Governors,533 F.2d 224 (5th Cir. 1976)ert. denied,435
516 F. 2d 1229 (D.C. Cir. 1975). U.S. 904 (1978).

BHC Supervision Manual June 1997
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Introduction to Nonbank Activities

3000.0

3000.0.2 APPENDIX 1—ACTIVITIES APPROVED BY THE BOARD AS BEING
CONSIDERED “CLOSELY RELATED TO BANKING” UNDER SECTION 4(c)(8)

OF THE BANK HOLDING COMPANY ACT (SECTION 225.28(b) OF
REGULATION Y)

Year Added
Permitted by Regulation?® to Regulation Y
Note: The bulleted items in this appendix are provided for historical reference
only. The narrative before the bulleted items reflects the current Regulation Y
authorization.
1. Extending credit and servicing loans 1971
Making, acquiring, brokering, or servicing loans or other extensions
of credit (including factoring, issuing letters of credit, and accepting
drafts) for the company’s account or the account of others.
2. Activities related to extending credit
a. Appraising
(1) Real estate appraising 1980
(2) Personal property appraising 1986
b. Arranging commercial real estate equity financing 1983
c. Check-guaranty services 1986
d. Collection agency services 1986
e. Credit bureau services 1986
f. Asset management, servicing, and collection activities 1997
g. Acquiring debt in default 1995
h. Real estate settlement servicing 1997
3. Leasing personal or real property or acting as agent, broker,
or adviser in leasing such property
» Personal property leasifg 1971
* Real property leasing 1974
4. Operating nonbank depository institutions
a. Owning, controlling, or operating an industrial bank, Morris Plan 1971
bank, or industrial loan company so long as the institution is not
a bank
b. Owning, controlling, or operating a savings association, if the savings 1989
association engages in deposit-taking activities, lending, and other
activities that are permissible for bank holding companies
5. Trust company functions or activities 1971
6. Financial and investment advisory activities: acting as an investment adviser 197
or financial adviser to any person, including (without limiting these activities
in any way)—
BHC Supervision Manual June 2000
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Introduction to Nonbank Activities 3000.0
Year Added
Permitted by Regulation? to Regulation Y
a Serving as an investment adviser to an investment company registered 1972
under the Investment Company Act of 1940, including sponsoring,
organizing, and managing a closed-end investment company
* Investment or financia advising 1971
» Advisory services to open-end (mutual fund) investment companies 1972
b. Furnishing general economic information and advice, general economic 1984
statistical forecasting services, and industry studies
c. Providing advice in connection with mergers, acquisitions, divestitures, 1992
investments, joint ventures, leveraged buyouts, reorganizations,
recapitalizations, capital structurings, financing transactions, and similar
transactions, 3 and conducting financial feasibility studies*
* Financia futures and options on futures 1986
d. Providing information, statistical forecasting, and advice with respect to 1992
any transaction in foreign exchange, swaps and similar transactions,
commodities, and any forward contract, option, future, option on a
future, and similar instruments
* Financial futures and options on futures 1986
* Providing financia advice to—
— state and local governments and 1973
— foreign governments, including foreign municipalities and agencies 1992

of foreign governments, such as with respect to the issuance of their

securities

investment advice regarding derivative transactions to institutional or

retail customers as an investment, commodity trading, or other adviser)

regarding contracts related to financial or nonfinancial assets (such
adviceis no longer restricted to institutional customers)

* Financia and investment advice (or any permissible nonbanking activity)
can be provided in any combination of permissible nonbanking activities

listed in Regulation Y

e. Providing educational courses and instructional materials to consumers on

individual financial management matters
f. Providing tax-planning and tax-preparation services

7. Agency transactional services for customer investments (principal positions)

a. Securities brokerage services (including securities clearing and/or
securities execution services on an exchange) for the account of cus-
tomers and does not include securities underwriting or dealing
(1) Securities brokerage services (including securities clearing and/or

securities execution services on an exchange), whether alone or
(2) In combination with advisory services and incidental activities
(including related securities credit activities and custodial services)

b. Riskless-principa transactions

Private-placement services

. Futures commission merchant activities

* A nonbanking subsidiary may act as an FCM with respect to any
exchange-traded futures contract and options on a futures
contract based on afinancia or nonfinancial commodity

2o

BHC Supervision Manual June 2000
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Discretionary investment advice to be provided to any person (includes
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Introduction to Nonbank Activities 3000.0

10.

11.

Year Added
Permitted by Regulation to Regulation Y
e. Other transactional services such as providing to customers as 1997

agent transactional services with respect to the following:

(1) Swaps and similar transactions

(2) Investment transactions as principal

(3) Transactions permissible for a state member bank

(4) Any other transaction involving aforward contract, an option, futures,
an option on afutures or similar contract (whether traded on an exchange
or not) relating to a commodity that is traded on an exchange

. Investment transactions as principal

a. Underwriting and dealing in government obligations and money market 1984
instruments
b. Investing and trading activities. Engaging as principal in the following:
(1) Foreign exchange 1984
(2) Forward contracts, options, futures, options on futures, swaps, 1997
and similar contracts, based on any rate, price, financial asset
(such as gold, silver, platinum, palladium, copper, or any other
metal approved by the Board) or any other nonfinancial asset
or group of assets, other than a bank-ineligible security
(3) Forward contracts, options, futures, options on futures, swaps, and 1997
similar contracts, whether traded on exchanges or not, based on an
index of arate or price, or the value of any financial asset, nonfinancial
asset, or group of assets, other than a bank-ineligible security, if the
contract requires cash settlement

. Management consulting and counseling activities

a. Providing management consulting advice on any matter (financial,
economic, accounting, or audit) to any other company 6

« Unaffiliated banks (depository institutions) 1974
» Nonbank depository institutions 1982
 Other unaffiliated depository institutions 1997
« Any financial, economic, account, or audit matter to any other company 1997
b. Employee benefits consulting services 1997
¢. Career counseling services 1997

Support services

a Courier services 1973
b. Printing and selling MICR-encoded checks and related documents 1997

Insurance agency and underwriting

a Credit insurance: acting as principal, agent, or broker for insurance
(including home mortgage redemption insurance)

« Acting as insurance agent or broker primarily in connection with credit 1971
extensions?”
» Underwriting credit life and credit accident and health insurance 1972

related to an extension of credit

BHC Supervision Manual June 2000
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Year Added
Permitted by Regulation? to Regulation Y
b. Finance company subsidiary: insurance agent or broker for extension 1982
of credit by finance company subsidiary
¢. Insurance agency activitiesin small towns 1984
d. Insurance agency activities conducted on May 1, 1982 1984
e. Supervision of retail insurance agents 1984
f. Insurance agency activities by small bank holding companies 1984
g. Insurance agency activities conducted before 1971 1984
12. Community development
a. Financing and investment in community development activities 1971
b. Advisory and related services designed to promote community welfare 1997
13. Issuance and sale of payment instruments
a. Issuance and sale of retail money orders 1984
b. Sale of savings bonds 1979
¢. Issuance and sale of traveler’s checks 1981
14. Data processing
a. Providing data processing and data transmission services; facilities
(including data processing and data transmission hardware, 8 software,
documentation, or operating personnel); databases; advice; and access
to services, facilities, or databases by any technological means
« Providing bookkeeping and data processing 1971
 Data processing and transmission services 1982
* Providing data processing and transmission advice to anyone on 1997
processing and transmitting banking, financial, and economic data
b. Conducting data processing and data transmission activities not described 1997

in“a” that are not financial, banking, or economic®

1. See section 225.28(b) of Regulation Y for the details of
the regulatory authorizations.

2. The provision of higher residual value leasing for tan-
gible personal property was added to Regulation Y in 1992,
including acting as agent, broker, or adviser in leasing such
property.

3. The words “and similar transactions” were added in
1997.

4. Feasibility studies do not include assisting management
with the planning or marketing for a given project or provid-
ing general operational or management advice.

5. Transactions described in section 225.28(b)(8) of Regu-
lation Y.

BHC Supervision Manual
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6. Management consulting services may be provided to
other customers not described in section 225.28(b)(9) of the
rule, but the revenues derived therefrom are subject to a
30 percent annual revenue limitation.

7. Scope narrowed to conform to court decisions in 1979
and 1981; in 1982, it was further narrowed by title VI of the
Garn-St Germain Depository Institutions Act.

8. Beginning in April 1997, the general purpose hardware
may not constitute more than 30 percent (previously 10 per-
cent) of the cost of any package offering.

9. The total revenue may not exceed 30 percent of the
company’s total annual revenues derived from data process-
ing and data transmission activities.



Introduction to Nonbank Activities

3000.0

3000.0.3 Appendix 2—Activities Considered “ Closely Related to Banking” under
Section 4(c)(8) of the Bank Holding Company Act

Manual
Section
Permitted by Order on an Individual Basis Year Approved 3600.
1. Operating a“ pool-reserve plan” for the pooling of loss reserves 1971 1
of banks with respect to loans to small businesses
2. Operating an article XI1 New York investment company 1977 51
3. Underwriting and dealing in commercial paper to alimited extent 1987 211
4. Underwriting and dealing in, to a limited extent, municipal revenue 1987 21.2
bonds, mortgage-related securities, and commercial paper
5. Underwriting and dealing in, to alimited extent, municipal revenue 1987 21.3
bonds, mortgage-related securities, consumer receivable—related
securities, and commercial paper
6. Issuing and selling mortgage-related securities backed by the 1988 23
guarantees of the Government National Mortgage Association
7. Engaging in title insurance agency activities (approved under 1988 17.1
exemption G of the Garn-St Germain Depository Institutions
Act of 1982)
8. Underwriting and dealing in, to alimited extent, corporate 1989 214
debt and equity securities
9. Acting as a sales-tax refund agent 1990 241
10. Providing real estate settlement activities through a permissible 1990 26
title insurance agency (exemption G companies only)
11. Providing administrative and certain other services to mutual funds 1993 27
12. Acting as a dealer-manager in connection with cash-tender 1993 215
and exchange-offer transactions
13. Privately placing limited partnership interests 1994 8
14. Engaging in real estate title abstracting 1995 30
15. Providing employment histories to third parties 1995 29
16. Underwriting “ private ownership” industrial development 1995 21.6
bonds by a section 20 company
17. Serving as a commodity pool operator of investment funds 1996 13.1
engaged in purchasing and selling futures and options on futures
on certain financia and nonfinancial commodities
BHC Supervision Manual June 2000
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Manual
Section
Permitted by Order on an Individual Basis Year Approved 3600.
18. Development of broader marketing plans and advertising, 1997 28
sales literature, and marketing materials for mutual funds
(see 1997 FRB 678)
19. Sdle of government servicesinvolving (see 1998 FRB 481)— 1998 25
a. postage stamps and postage-paid envelopes
b. public transportation tickets and tokens
c. vehicle registration services (including the sale and distribution
of license plates and license tags for motor vehicles)
d. notary public services
20. Operating a securities exchange 1999 6
21. Acting as a certification authority for digital signatures 1999 7

BHC Supervision Manual June 2000
Page 10



Introduction to Nonbank Activities

3000.0

3000.0.4 Appendix 3—Activities Considered Not to Be “ Closely Related to Banking”
under Section 4(c)(8) of the Bank Holding Company Act

Activities Denied by the Board Year Denied
1. Insurance premium funding (“ equity funding” ) (combined sales of mutual 1971
funds and insurance)
2. Underwriting general life insurance not related to credit extension 1971
3. Real estate brokerage 1972
4. Land investment and development 1972
5. Real estate syndication 1972
6. General management consulting 1972
7. Property management 1972
8. Trading in platinum and palladium coin and bullion? 1973
9. Armored car service? 1973
10. Sale of level term credit life insurance 1974
11. Underwriting mortgage guarantee insurance 1974
12. Computer output microfilm services3 1975
13. Operating atravel agency 1976
14. Underwriting property and casualty insurance 1978
15. Real estate advisory activities 1980
16. Certain contract key entry services 1980
17. Offering investment notes with transactional features 1982
18. Engaging in “ pit arbitrage” spread transactions on commodities 1982
exchanges to generate trading profits
19. Engaging in the publication and sale of personnel tests 1984
and related materials
20. Providing credit ratings on bonds, preferred stock, and commercial paper 1984
21. Providing independent expert actuarial opinions of a general nature 1984
for purposes such as divorce action and personal injury litigation
22. Acting as a specialist in foreign-currency options on a securities exchange 1985
BHC Supervision Manual June 2000
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Activities Denied by the Board Year Denied
23. Titleinsurance activities (See the Board letter dated March 17, 1986,
re: Independence Bancorp, Inc. and the Board order
at 1989 FRB 31)
24. Acting as a broker for customers in the purchase and sale of forward contracts 1991

based on certain financial and nonfinancial commodities, and acting as the
primary clearing firm for professional floor traders#

1. Authorized by the Board in 1995 FRB 190 (platinum)
and 1996 FRB 571 (palladium).

2. On June 18, 1990, the Board determined that the activity
of providing armored car services to the genera public is
closely related to banking (see 1990 FRB 676). In order for
the Board to approve a nonbank activity for a bank holding
company, the Board must aso find that the activity is a
“ proper incident thereto.” On February 10, 1993, the Board
denied the application (1993 FRB 352), finding that the pro-

BHC Supervision Manual June 2000
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posed transactions posed potentia violations of section 23B
of the Federal Reserve Act and that the applicant had failed to
prove that the activity is a proper incident to banking.

3. The Board's interpretation of Regulation Y at 12 C.F.R.
225.123 was amended on November 25, 1987, by deleting
item (€)(4) relating to the impermissibility of the activity (see
52 Federal Register 45160-45161 and 1987 FRB 933).

4. The Board subsequently approved this activity by Board
order. (See 1997 FRB 138.)



Section 2(c) of the BHC Act (Savings Bank Subsidiaries
of BHCs Engaging in Nonbanking Activities)  Section 3001

As an FDIC insured institution, a savings bankolding company parent of the qualified saving:
qualifies as a “bank” under section 2(c) of thebank cease to be a savings bank holding con
BHC Act, as amended by section 101(a) of thg@any, the savings bank must cease engaging
Competitive Equality Banking Act of 1987 these activities within two years.
(“CEBA"). CEBA amended the BHC Act, in In a separate application a nonoperating corr
section 3(f), stating that any qualified savingpany, which was formed for the purpose of
bank, which is a subsidiary of a bank holdingacquiring a savings bank, insured by the Feder:
company, could engage directly, or through @&eposit Insurance Corporation, applied for the
subsidiary, in any nonbanking activity, exceptBoard’s approval to become a bank holding
for certain insurance activities, that it is permit-company pursuant to section 3(a)(1) of the Banl
ted to engage in by State law—including activi-Holding Company Act, acquiring all of the vot-
ties which are not otherwise permitted for bankng shares of the savings bank. The saving
holding companies under section 4(c)(8) of thdank engages through subsidiaries in real esta
BHC Act. In order for a qualified savings bank,investment and development activities autho
that is a subsidiary of a bank holding companyrized pursuant to State law.
to engage in such activities, however, the bank As part of the Board’s analysis in this case,
holding company must be a savings bank holdncluding its evaluation of the capital and finan-
ing company as defined in section 2(I) of thecial resources of the bank holding company an
BHC Act, in other words, 70 percent of thethe bank involved, the Board considered the risl
assets of the bank holding company must corte the Applicant and to the savings bank of the
sist of one or more savings banks at the time afeal estate development activities to be con
formation. ducted by the savings bank through its nonban
Insurance activities of any qualified savingssubsidiaries. The Board expressed serious res
bank which is a subsidiary of a bank holdingvations with regard to this application and simi-
company are limited to the insurance activitiedar applications by bank holding companies tc
allowed under section 4(c)(8) of the BHC Act.acquire savings banks engaged directly or throug
A qualified savings bank that was authorized tsubsidiaries in real estate development activi
engage in the sale or underwriting of savingsies. In the Board’'s view the conduct of real
bank life insurance, as of March 5, 1987, carestate development activities through a holdin
sell or underwrite such insurance directly, procompany subsidiary rather than a bank sub
vided that it is permitted to underwrite andsidiary would provide more effective corporate
engage in the sale of savings bank life insurancgeparateness.
as that activity is authorized for savings banks The Board approved the application by Orde
by state law, and is located in Massachusetten October 30, 1987 (1987 FRB 925), relying
Connecticut, or New York. Should the bankon the Applicant’'s commitments.

BHC Supervision Manual December 1992
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Section 4(c)(i) and (ii) of the BHC Act (Exemptions From
Prohibitions on Acquiring Nonbank Interests)  Section 301(

3010.0.1 INTRODUCTION to assure that exemption was allowed and t
verify the date the company became exemy
The prohibitions against a bank holding com-under section 501. The date of exemption i
pany having or acquiring nonbank interests daletermined as follows. A company which files
not apply to bank holding companies meetindor exemption within 18 months after its organi-
the requirements of section 4(c)(i) and (ii) of thezation is considered exempt as of the date of it
Act. organization. The date of IRS approval is the
date of exemption if application for exemption
is filed more than 18 months after organization
3010.0.2 LABOR, AGRICULTURAL The date of exemption must be no later thai
OR HORTICULTURAL January 4, 1977, for the company to be entitle
ORGANIZATIONS to exemption from section 4 of the Act. The fact
that an organization pays income taxes annuall
Section 4(c)(i—"Any company that was on does not disallow its exemption under sectior
January 4, 1977, both a bank holding compan$01 of the tax code. Despite its tax exemption
and a labor, agricultural or horticultural organi-an organization is subject to tax on its unrelates
zation exempt from taxation under section 50business income.
of the Internal Revenue Code of 1954, or
... any labor, agricultural or horticultural orga-
nization to which all or substantially all of the 3010.0.3 FAMILY-OWNED
assets of such company are hereaftertransferredCOMPANIES
Exemption under this section was amended
when the Financial Institutions Regulatory andSection 4(c)(ii))—‘A company covered in 1970
Interest Rate Control Act of 1978 became effecmore than 85 percentum of the voting stock o
tive early in 1979. The effect of the amendmentvhich was collectively owned on June 30, 1968
was to repeal exemption under this section foand continuously thereafter, directly or indi-
labor, agricultural or horticultural organizationsrectly, by or for members of the same family, or
becoming BHCs aftedanuary 4, 1977except their spouses, who are lineal descendants ¢
forthose organizations becoming BHCs by meansommon ancestors.”
of acquiring all or substantially all of the assets The phrase “voting stock” does not limit the
of a company that was both a BHC and a labofform of an organization to an incorporated entity.
agricultural or horticultural oganization exemptExemption under this section extends to othe
from taxation on January 4, 1977. In order for &orms of business associations which meet th
holding company to be entitled to this exemp-definition of a company. For example, for a
tion, net income derived from the organizationpartnership, the 85 percent rule applies to “gen
cannot inure to the benefit of any individual.eral partnership interest” and for a trust which
Organizations must be formed primarily for themeets the definition of a company, the 85 per
betterment of the working conditions of thecent rule applies to “beneficial ownership.” A
labor organization’s members, or improvementompany must continue to control the same
in the grade of agricultural or horticultural prod-subsidiary bank that it controlled on June 30
ucts for an agricultural or horticultural organiza-1968, to retain its exemption under this section
tion. The growing of products for profit by Lineal descendants of common ancestors ir
agricultural or horticultural organizations wouldclude descendants by half as well as full blooc
disqualify them for exemption. Thus the phrasend legally adopted children.
“any labor, agricultural or horticultural In January 1980, the Board approved an af
organization” is intended to include only suchplication of a one-bank holding company cov-
organizations that are also exempt from taxatioared by the exemption in 4(c)(ii) to acquire an
under section 501 of the Internal Revenue Codadditional bank, but stated that the holding com
of 1954. pany could no longer rely on that section for
In order for a labor, agricultural or horticul- conducting its nonbanking activities. Based upot
tural organization to receive exemption fromits review of the legislative intent of Congress in
taxation under section 501(c)(5) of the Internaproviding this exemption, it was the Board'’s
Revenue Code of 1954, it must file an applicajudgment that the exceptionally broad exemp
tion (form 1024) with the IRS. In response to.
the application, the organization receives ®HC Supervision Manual December 1992
determination letter which should be reviewed Page 1




4(c)(i) and (ii) (Exemptions for Acquiring Nonbank Interests) 3010.0

tion afforded by section 4(c)(ii) must be limited ing for a section 4(c)(i) or 4(c)(ii) exemption are
to family-owned one-bank holding companiesot routinely inspected on a periodic basis, when
that are not engaged in the management afspected their exempt status should be verified.
banks. Moreover, in the Board’s view, upon theAll nonbank activities of exempt organizations
acquisition of an additional bank, a one-banlshould be examined in the inspection. The nature
holding company that is exempt under sectioof all such activities and the dates they were
4(c)(ii) of the Act, would become engaged incommenced should be documented in the work
the management of banks, and would therebpapers to establish their current permissibility
terminate its eligibility for the exemption. In in the event the organization should lose its
addition, the Board believed that to permit unsuexemption from section 4.
pervised nonbank expansion by a multibank 2. For BHCs exempt under section 4(c)(i),
holding company would constitute an evasiorthe examiner should ascertain the date the com-
of the Act, which the Board is authorized topany became exempt under section 501 of the
prevent pursuant to section 5(b) of the Act. tax code. Also, the stock books of the subsidiary
bank or other pertinent documents should be
reviewed to assure that the company was a BHC
3010.0.4 INSPECTION OBJECTIVES  onJanuary 4, 1977.
3. When verifying a company’s exemption
1. To verify that a holding company qualifiesunder section 4(c)(ii), the stock records of the
for exemption from the prohibitions of section 4subsidiary bank and the stock records, partner-
by virtue of either section 4(c)(i) or 4(c)(ii). ship agreements, trust agreements and other
2. Review the activities conducted by a com+ecords of the bank holding company should be
pany qualifying for an exemption under sectiorreviewed to assure that the following conditions
4(c)(ii) of the BHC Act, which may be faced have been satisfied:
with revocation of the exemption, and deter- a. 25 percent or more of the voting stock
mine if there may be eligibility for permanent of the subsidiary bank has been continuously
grandfathering under section 4(a)(2) of the BH®wned by the BHC since June 30, 1968;
Act. b. Members of the same family have con-
tinuously held an 85 percent or more interest in
the holding company since June 30, 1968.
3010.0.5 INSPECTION PROCEDURES

1. Although bank holding companies qualify-

3010.0.6 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Law$ Regulationg Interpretations’ Orders

Acquisition of an additional 1980 FRB 165
bank by a company exempt
under 4(c)(ii)

“Successor” to a Company 1980 FRB 349
Exempt under 4(c)(ii)

1. 12 U.S.C., unless specifically stated otherwise. 3. Federal Reserve Regulatory Service reference.
2. 12 C.F.R., unless specifically stated otherwise.
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Section 4(c)(1) of the BHC Act (Investment in Companies
Whose Activities are Incidental to Banking) Section 3020

3020.0.1 INTRODUCTION 3020.0.4 FURNISHING SERVICES TO
BANKING SUBSIDIARIES
By virtue of section 4(c)(1) of the Act, a bank
holding company may invest, without supervi-Section 4(c)(1)(C) of the BHC Act provides that
sory approval, inthe shares of companies engagédBHC may invest in a company which fur-
in activities that Congress felt were incidental tohishes services to or performs services for th
the business of banking. The following activi-bank holding company or its banking subsidi-
ties are permissible investments for bank holdaries. Section 225.22(a) of Regulation Y pro-
ing companies under this section. vides that a bank holding company may, withou
the Board’s prior approval, furnish services tc
or perform services for its banking and non-
banking subsidiaries either directly or indirectly
3020.0.2 PROVIDING BANKING through a subsidiary. Generally, a BHC may
QUARTERS only provide services related to the internal op
erations of the BHC or its subsidiaries. A bank
Section 4(c)(1)(A) provides that a BHC mayholding company or its subsidiaries may not
invest in a company engaged in holding orely on the servicing exemption to deal with the
operating properties used wholly or substanpublic as principal, but may deal with outside
tially by any banking subsidiary of such bankparties provided they are acting only as ager
holding company in the operations of such bankfor the holding company or its subsidiaries.
ing subsidiary or acquired for such future use.  The term “services” implies servicing opera-
Normally, bank utilization of 50 percent or tions a bank may carry on itself, but which the
more of the property would meet the requireBHC chooses to have done through a nonbar
ments of this section. Investments in propertypubsidiary. Section 225.22(a)(2) states the
where usage of such property by subsidiargervices for the internal operations of the banl
banks is less than 50 percent will be reviewedholding company or its subsidiaries include:
on anad hocbasis to determine its permissibil- accounting, auditing, appraising, advertising
ity under this section. Future needs of the bankublic relations, data processing, data transmi
holding company and its bank subsidiaries willsion services, data bases or facilities, personn
be considered when reviewing these cases.  services, courier services, holding or operatin
In acquiring property, a bank holding com-property used wholly or substantially by a sub-
pany must have definite plans for use of theidiary in its operations or for its future use, anc
property as a subsidiary bank’s premises withiselling, purchasing or underwriting insurance
a reasonable period of time. Property may nosuch as blanket bond insurance, group insurant
be acquired and indefinitely warehoused until #r employees, and property and casualty insul
need develops for the property. ance. For the later insurance activities, ban
This section of the BHC Act does not provideholding companies are permitted under the
the authority for a BHC to invest in the sharesservicing exemption to act as agent or tc
of a company engaged in holding or operatinginderwrite insurance on their own risks (e.g
properties used by nonbank subsidiaries. Diblanket bond insurance or employee grou
rectly holding or operating properties used by ansurance plans). Refer to section 225.22(a)(-
nonbank subsidiary is considered an incidentaf Regulation Y for other services permissible
activity necessary to carry on the main businest®r the internal operations of the BHC or its
activity of the subsidiary and thus is exemptsubsidiaries.
under section 4(a)(2)(A) of the Act and section The servicing exemption extends to service
225.22(a)(2)(vi) of Regulation Y. that are normally performed by a bank for its
customers or correspondent banks. These acti
ties generally include computerized billing, pay-
roll, accounting, financial records maintenance
3020.0.3 SAFE DEPOSIT BUSINESS  and other similar data processing services &
long as the subsidiary bank is permitted unde
Section 4(c)(1)(B) of the Act provides that aapplicable State or federal law to provide the
holding company may invest in the shares of @ervice. These services may be provided onl
company whose activities are limited to con-
ducting a safe deposit business. Refer to Secti®HC Supervision Manual December 1992
225.22(b) of Regulation Y. Page 1




4(c)(1) (Investment in Companies Whose Activities are Incidental to Banking) 3020.0

upon request by the customers to the subsidiagompany may form a wholly-owned subsidiary
bank. Furthermore, the contractual arrangements engage in activities that such company could
must be made between the customer and thieself engage in.
bank. The company can service existing service
contracts the bank has originated but is prohib-
ited from purchasing the contracts or entering?020.0.6 LIQUIDATING ASSETS
into contracts to provide services directly to the .
public. Section 4(c)(1)(D) provides tha_t a BHC may
The purchasing of participations by the parenWn shares of a company which engages in
in loans from subsidiary banks generally is notiquidating assets acquired from such BHC (not
considered an exempt activity under the authofDcluding its nonbank subsidiaries) or its bank-
ity of sections 4(a)(2) or 4(c)(1). Holding com- N9 subsidiaries or which were acquired from
panies that engage in the purchase of particip&ny other source prior to May 9, 1956, or the
tions from their subsidiary banks should file arflate on which such company became a BHC,
application pursuant to Section 4(c)(8) of theVhichever is later. o _
BHC Act. Purchasing participations in loans for Assets acquired for liquidation by a section
the purpose of providing liquidity or acquiring a4(¢)(1)(D) subsidiary are subject to the same
portion of a line of credit to facilitate the needstime limitations as shares acquired D.P.C. pursu-
of the bank’s customers (overlines) provides &Nt to section 4(c)(2) of the Act. o
service or benefit to the bank and is considered BHCS seeking to hold the shares of a liquidat-
an acceptable purchase under the servicddd Or nominee subsidiary organized to dispose
exemption. In all cases where a participation i®f assets acquired D.P.C. by a BHC nonbank
a loan is purchased, the loan must be made #Hbsidiary, can rely on the Board's August 1980
the name of the bank and serviced by the respelflterpretation permitting, without prior regula-
tive bank. The purchasing of a loan for reasontory approval, a BHC to form a subsidiary to
other than those set forth above may be vieweRerform activities which itself could perform
as a direct lending activity. under exemption A of section 4(a)(2).

3020.0.5 FURNISHING SERVICES TO 3020.0.7 INSPECTION OBJECTIVES
NONBANK SUBSIDIARIES 1. To determine whether the activities con-
) ducted by companies in which the BHC has a
The Bank Holding Company Act of 1956 pro-greater than 5 percent investment in the com-
hibited a BHC itself frqm engaging in any bUS"pany and for which the BHC claims exemption
ness except (1) banking, (2) managing or corgnder section 4(c)(1) of the BHC Act, are the
trolling banks, and (3) furnishing services to itstypes of permissible activities contemplated by
bank subsidiaries. In 1970, Congress amendef{at section—activities claimed under the prem-
section 4 of the BHC Act to expressly authorizgses exemption under 4(c)(1)(A), the safe de-
a BHC to furnish services to or perform servicegosit business exemption under 4(c)(1)(B), the
for its nonbank subsidiaries as well as its banEervices exemption under (4)(c)(1)(C), or the

subsidiaries under exemption A of section 4(a)(2)iquidating subsidiary exemption (4)(c)(1)(D).
While section 4(c)(1) authorizes a BHC to in-

vest in shares of a company engaged in certain
activities, exemption A provides the authority3020.0.8 INSPECTION PROCEDURES
for a BHC to engage in those activities directly.

The Board issued an interpretation (12 C.F.RThe inspection of a nonbank subsidiary exempt
225.141), effective August 1980, which statedunder section 4(c)(1) of the Act should center
that it will permit, without any regulatory ap- on a review of the activities to assure that those
proval, a bank holding company to form aactivities are the types permissible under section
wholly-owned subsidiary to perform servicing4(c)(1) subsections A, B, C and D.
activities for both banking and nonbanking sub-
sidiaries that the holding company itself could )
perform directly or through a department or a3020.0.8.1 Section 4(c)(1)(A)—Bank
division under section 4(a)(2)(A) of the BHC Premises

Act. In addition, an approved section 4(c)(8) )
The following procedural steps should be per-

BHC Supervision Manual December 1992 formed in connection with an inspection of a
Page 2 bank premises company.




4(c)(1) (Investment in Companies Whose Activities are Incidental to Banking) 302

1. Obtain a list of all real estate held by the 6. When reviewing services provided to bank-
company including the following information: ing subsidiaries for their customers:

a. Property description and location; a. List and describe all services provided;
b. Date acquired; b. Determine that the company is operat:
c. Current utilization; ing as an adjunct to its affiliated banks for the

d. Extent of utilization by banking subsid- purpose of facilitating the bank’s operations,
iaries and others indicating percentage of squasnd not as a separate, self-contained organizatio
feet leased to subsidiaries. c. Review contractual arrangements to as

2. When use of the property by a subsidiarysure that the company has not purchased ar
bank(s) is less than 50 percent, discuss futurgervice contracts from a subsidiary bank and he
plans for the use of the property with managenot entered directly into agreements to provide
ment. Note any related discussion contained igervices to any party other than the bank;
the minutes of directors’ and committee meet-  d. Review and evaluate all services to
ings, and action taken to date to implementietermine whether they are services that th
these plans. Lease agreements with other tesubsidiary bank is permitted to provide undel
ants should be reviewed to determine the terrapplicable State or federal law.
of a lease including options to renew.

3. Evaluate the permissibility of holding each
property under the premises exemption. 3020.0.8.4 Section 4(c)(1)(D)—

4. Review and evaluate other activities| jquidating Subsidiary
engaged in and assets held by the company to
establish their permissibility under the premiseshe following procedural steps should be fol-
exemption. Such activities could include leasingowed in connection with an inspection of a
property and providing a general maintenancgquidation company in which the BHC holds an
service to other tenants. investment.

1. Obtain a list of all assets acquired by the

) company for the purpose of liquidation includ-
3020.0.8.2 Section 4(c)(1)(B)—Safe ing the following information:

Deposit Business a. Asset description and location;
— . . b. Date acquired;
Activities exempt under this section are re- ¢ Source of acquisition;

stricted to conducting a safe deposit business. . Liquidation plans, including timetable
All activities engaged in and assets held byng selling price;

companies for which the BHC is claiming ex- ¢  Cost of assets and book value, including
emption under this section should be reviewegetail on any improvements. ‘
and evaluated to determine their permissibility 2 verify that assets acquired from sources
under this exception. other than the parent or its subsidiary bank:
were acquired prior to May 9, 1956, or the date
on which the holding company became a BHC

3020.0.8.3 Section 4(c)(1)(C)—Services whichever is later.
] 3. Verify that assets acquired for liquidation
The following procedural steps should be perdid not originate in a nonbank subsidiary. If a
formed when inspecting service companies.  section 4(c)(1)(D) liquidating subsidiary is hold-
1. List and describe all services provided tang a material amount of assets acquired from:
subsidiaries in the inspection report. ~ nonbank subsidiary, discuss the propriety o
2. Review and evaluate the types of servicegese holdings with the Reserve Bank office
provided to the banking and nonbanking subsidstaff and, if necessary, Board staff in the Divi-
iaries to determine their permissibility. sion of Banking Supervision and Regulation o

3. Obtain from management any written bankhe |egal Division.
holding company policies concerning the provi- 4. Review the bank holding company’s poli-
sion of services and the assessment of fees gfes, practices and procedures concerning tf
discuss with management the basis on whichquidation of assets and determine if the subsid

service fees are established. iary is in compliance with the time limits indi-
4. Comment on the reasonableness of feegted above.

relative to the fair market Value, COst, VOlUme, 5. Discuss with management and note th
or quality of such services rendered.

5. Indicate if all service contracts have beerBHC Supervision Manual December 1992
approved by each subsidiary’s board of directors. Page 3




4(c)(1) (Investment in Companies Whose Activities are Incidental to Banking) 3020.0

liquidation plans and progress to date in liqui- 7. Check improvements made to property by
dating assets that have been held in excesise company to assure that the nature and use of
of 12 months. Note any related discussion founthe asset has not substantially changed. The
in the minutes of directors’ and committeeinvestment of funds to change substantially the
meetings. nature of the asset (such as undeveloped real

6. Comment on whether management is malkestate) to increase its value would generally be
ing abona fideeffort to dispose of all assets for viewed as engaging in real estate development,
fair value. an activity which is not permissible.

3020.0.9 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Lawg Regulationg Interpretations®  Orders
Purchase of instalment paper for 225.104 4-192
subsidiary banks as furnishing of
services
Furnishing insurance not “services” 225.109 4-193
Services for banks that are not 225.113 4-194
subsidiaries
Computer services for customers of 225.118 4-195

subsidiary banks

Applicability of Bank Service Corp. 225.115 4-174.1
Act in certain BHC situations

Mortgage company services 225.122 4-196
Insurance and sale of short-term debt 250.221, 4-867
obligations by BHCs 225.130

Operations subsidiaries of a BHC 225.141

Shares held by a subsidiary bank in a 225.101(g) 4-185
bank premises company and the 225.141

applicability of section 4(c)(1)(A)

Investment in an asset liquidation  1843(c)(1)(D)
subsidiary

Providing services to bank and 1843(a)(2)(A) 225.22(a)
nonbank subsidiaries

BHC dealing for a BHC’s own account 1987 FRB 61
in futures, and options on futures,

on gold and silver bullion to limit price

risks in trading

BHC subsidiaries performing services 1980FRB 774
that BHC could itself perform

BHC Supervision Manual December 1992
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4(c)(1) (Investment in Companies Whose Activities are Incidental to Banking) 302

Subject Laws Regulationg Interpretations®  Orders
Approved 4(c)(8) subsidiary forming an 1979 FRB 566
operations subsidiary to perform footnote 1

activities it could itself perform

1. 12 U.S.C., unless specifically stated otherwise. 3. Federal Reserve Regulatory Service reference.
2. 12 C.F.R., unless specifically stated otherwise.

BHC Supervision Manual December 1992
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Section 4(c)(2) and (3) of the BHC Act (Acquisition
of DPC Shares, Assets, or Real Estate) Section 303

Section 4(c)(2) of the Bank Holding Companyfor extensions beyond the two-year divestiture
Act permits a bank holding company or any ofperiod?! In accordance with a Board interpreta-
its subsidiaries to acquire shares in satisfactiotion (12 C.F.R. 225.138), extensions should no
of debts previously contracted (DPC) in goodbe granted except under compelling circum
faith. The shares must be disposed of within twatances, and periodic progress reports on dive
years from the date they were acquired, excepiture plans are generally required. When thes
that the Board is authorized upon application opermissible extension periods expire, the Boar
a company to grant additional exemptions if, imo longer has discretion to grant further exten
its judgment, the extension would not be detrisions. A BHC would be in violation of the act if
mental to the public interest and either the bankhares, other assets, or real estate acquired DI
holding company has made a good faith attemps not disposed of within the prescribed time
to dispose of those shares during the five-yedrame.
period, or the disposal of the shares would have In July 1980, the Board issued an interpreta
been detrimental to the company. The aggregat®n of Regulation Y (12 C.F.R. 225.140) that
duration of the extensions cannot extend beyonprovided for a possible approval for an addi-
10 years. tional five-year period for the divestiture of real
Even though the statute refers specifically t@state acquired DPC. With respect to DPC rec
shares, the Board has taken the position, iastate, this interpretation requires that (1) the
section 225.22(d) of its Regulation Y and in arvalue of the real estate on the books of the
interpretation (12 C.F.R. 225.140), that the coneompany be written down to fair market value,
gressional policy evidenced by section 4(c)(2)2) the carrying costs cannot be significant ir
should apply to DPC acquisitions of other assetselation to the overall financial position of the
other than shares (assets), and real estate bgmpany, and (3) the company must make goo
bank holding companies and their nonbankindaith efforts to effect divestiture. Fair market
subsidiaries. Section 225.22(d)(1) provides thealue should be derived from appraisals, compe
same holding periods (including provision forrable sales, or some other reasonable metho
extensions) for other DPC assets or real estatBompanies holding real estate for this extende
as are provided by statute for DPC shares. period are expected to make active efforts t
Regulation Y, section 225.22(d), addressedispose of it, and they should advise the Resen
nonbanking acquisitions that do not require prioBank regularly concerning their ongoing efforts.
Board approval. With respect to DPC acquisi- In accordance with the Board'’s interpretation
tions, voting securities, or other assets or redll2 C.F.R. 225.140), after two years from the
estate acquired by foreclosure or otherwise, idate of acquisition of DPC assets, the holding
the ordinary course of collection of a debt previcompany is to report annually to the Federa
ously contracted (DPC property) in good faith,Reserve on its efforts to accomplish divestiture
Regulation Y does not require the Board’s prioof the assets. The Reserve Bank will monitor the
approval if the DPC property is divested withinefforts of the company to effect an orderly dives-
two years of acquisition. Regulation Y furthertiture. Divestiture may be ordered before the
states that the Board may, upon request, exterhd of the authorized holding period (beyonc
the two-year period for up to three additionalthe initial two-year period that requires no Boarc
years. Further, the Board may permit additiona&uthorization) if supervisory concerns warran
extensions for up to five years (for a total ofsuch action.
10 years). This provision applies to shares, real Section 4(c)(1)(D) allows a bank holding
estate, or other assets in which the holding concompany to establish a subsidiary to hold rea
pany demonstrates that each extension woulektate acquired by itself or by any of its banking
not be detrimental to the public interest andsubsidiaries for debts previously contracted, fo
either the bank holding company has made goaithe purpose of disposing of the real estate in a
faith attempts to dispose of such shares, realrderly manner. Permissible activities of this
estate, or other assets, or the disposal of the
shares, real estate, or others assets during thé. Each Federal Reserve Bank has been delegated t
initial period would have been detrimental to2uthority (12 C.F.R. 265.2(1)(12)) to extend the time within
L .~ which a bank holding company or any of its subsidiaries mus
the company. Transfers within the bank holdingjiyest itself of interests acquired in satisfaction of a deb
company system do not extend any period fogreviously contracted.
divestiture of the property.
Under the Board's delegated authority, theBHC Supervision Manual June 1997
Reserve Banks may approve a BHC's requests Page 1




Section 4(c)(2) and (3) (Acquisition of DPC Shares or Assets, Including Real Estate) 3030.0

liquidating subsidiary include completion of a3030.0.1 EXEMPTION TO
real estate development project and other activGECTION 4(c)(2) DISPOSITION
ties necessary to make the real estate saleabREQUIREMENTS OF DPC SHARES
The “date of acquisition” is the date the bank
holding company (or subsidiary of the bankSection 4(c)(5) of the Bank Holding Company
holding company) acquired the DPC asset. Se¢ct allows a bank to own shares in certain
tion 4(c)(1)(D) may not be used to extend thenonbanking companies, specifically, the kinds
time under which a bank holding companyand amounts eligible for investment by national
may indirectly hold DPC property under sec-banking associations under the provisions of
tion 4(c)(2). In most cases where a subsidiargection 5136 of the Revised Statutes (see
bank has held property for the statutory holdingection 3050.0 for a detailed explanation of
period, a BHC may not shift the property tosection 4(c)(5)). The exemption provided by
another subsidiary or to the parent to avoidection 4(c)(5) covers any shares, including
disposing of the property. However, due to theshares acquired DPC, that meet the conditions
complexity and potential impact on the organiset forth in that exemption. Therefore, DPC
zation of a forced divestment at the end of thehares held by a banking subsidiary of a bank
holding period, inspection personnel and Reserveolding company which meet section 4(c)(5)
Bank staff are encouraged to discuss the situgonditions are not subject to the disposition
tion with Board staff to tailor the supervisory requirement prescribed in section 4(c)(2); how-
response to the particular situation. ever, such shares would continue to be subject
With respect to the transfer by a subsidiary ofo requirements for disposition as may be pre-
other DPC shares, other assets, or real estateseribed by provisions of any other applicable
another company in the holding company sysbanking laws or by the appropriate bank super-
tem, including a section 4(c)(1)(D) liquidating visory authorities.
subsidiary, or to the holding company itself, Section 4(c)(6) of the act allows a bank hold-
such transfers would not alter the original divesing company to own shares, including those
titure period applicable to such shares or asseasquired DPC, of any nonbank company that
at the time of their acquisition. Moreover, todoes not exceed 5 percent of the outstanding
ensure that assets are not carried at inflatetting shares of such company. The Board has
values for extended periods of time, the Boar@xpressed an opinion (12 C.F.R. 225.101(f)) that
expects, in the case of all such intercompangny shares acquired DPC under this section,
transfers, that the shares or assets will be tranghether by a holding company or a bank subsid-
ferred at a value no greater than the fair markdary, are not subject to the disposition require-
value at the time of transfer and that the transfements of section 4(c)(2) of the act.
will be made in a normal arm's-length trans- Real property is often shown on an entity’s
action. With regard to DPC assets (except fobooks as other real estate (ORE). Possession of
DPC shares as described above) acquired by@RE usually results from a distressed loan col-
banking subsidiary of a holding company, adateralized by a lien on real estate. In addition,
long as the assets continue to be held by thig attempting to salvage other types of credit, an
bank itself, the Board will regard them as beingentity may have obtained title to real property
solely within the authority of the primary super-through process of law or by voluntary deed.
visor of the bank. Acquisition costs for other real estate acquired
Section 4(c)(3) of the Bank Holding Com- for debts_prt_aviously contracted usually consist
pany Act permits a bank holding company to°f the principal amount that was due on the
acquire shares or real estate from any of itgefaulted loan at the time the entity took posses-
subsidiaries if a subsidiary had been requestedon, unpaid interest, legal fees and other fore-
to dispose of the shares by any federal or stafdosure costs, accrued and unpaid taxes, and
authority having power to examine the respechechanic’s liens. Property acquired DPC may
tive subsidiary. The Board does not have authof€ recorded on the company’s books by capital-
ity to extend the two-year disposition periodizing the loan amount and acquisition costs.
under section 4(c)(3) of the act. Section 4(c)(3fdvances to complete the project can be included
may not be used to extend the statutory perioth the capitalized investment if the ORE is an
in which a bank must dispose of DPC assetgnfinished project. The fact t.hat the additional
(10 years in the case of DPC real estate asset8vestment is being used to improve the prop-

five years for all other). erty and make the property more saleable should
be evident.
BHC Supervision Manual June 1997 A company owning a DPC asset should main-

Page 2 tain records documenting its efforts to dispose



Section 4(c)(2) and (3) (Acquisition of DPC Shares or Assets, Including Real Estate) 30:

of the asset. Because an ORE asset is normallyaaquired, and plans for disposal of the shares ¢
nonliquid, nonproductive asset of uncertainvaluegsset. In addition, a list of DPC shares, othe
a company should attempt to dispose of thassets, or real estate which has been disposed
asset at the earliest date possible. Unless specgithce the previous inspection or within the pas
circumstances are present, a company showear should be obtained. Compare these lis
sell the ORE asset when a price offer sufficientith the list compiled during the preinspection
to cover the acquisition, investment, and carryreview.
ing costs is obtained. 4. Review other real estate owned account
to evaluate—
a. the fair market value of the property (A
qualified appraiser should appraise the propert
3030.0.2 INSPECTION OBJECTIVES  at the time of acquisition, and subsequent timel
appraisals should be conducted to determine tt

1. To determine compliance with applicablecurrent fair market value of the property.);
laws, rulings, and regulations, and to initiate b. the carrying costs of the property; and
corrective action when violations appear inthese  ¢. the company’s efforts to dispose of the
areas. property (Information on file should include

2. To determine whether policies, practicesdocumentation showing a record of offers mad
and internal controls regarding DPC sharessy potential buyers and other information
other assets, or real estate are adequate andrédlecting efforts to sell the property (i.e., adver-
recommend correction when deficiencies ar@sement brochures)).
noted. 5. Determine whether additional advance:

3. To evaluate the quality of DPC shareshave been made on an unfinished project ar
other assets, or real estate and the progregmether evidence supports that the advances a
toward their disposition. making the property more saleable.

4. To determine whether the DPC shares, 6. Determine whether a first-lien status exist:
other assets, or real estate acquired are recordgfd whether there are any tax liens or othe
at fair market value. encumbrances against the property.

7. Discuss DPC shares, other assets, or re
estate and their values with management who |
familiar with the history and current status of

3030.0.3 INSPECTION PROCEDURES  the shares or asset and assign classification,
warranted. A substandard classification may b

1. During the preinspection review, compileapplied when a company is sustaining losses i
a list of shares, other assets, and real estaggaintaining the property, and prospects for sal
known to have been acquired DPC by the bankre not evident or encouraging. A company’s
holding company and its nonbank subsidiariesacquisition of property through foreclosure often
as well as a list of shares known to have beejndicates a lack of demand and, as time elapse
acquired DPC by the BHC’s bank subsidiariesthe value of the real estate may become mor
Information on this list should include— questionable if the lack of demand persists. |

a. adescription of the shares or asset(s); the carrying amount of the investment exceed
b. the fair market value of the shares andhe estimated value of the property, an adequa
asset(s), and the method of valuation, if availablejllowance reserve for any difference should b
c. the name of the company owning theestablished and maintained. Property that is i

shares and asset(s); and the process of being sold for an amount ir
d. the date the shares and asset(s) wegcess of the carrying value should not be clas
acquired. sified if it appears that ultimate payment will be

2. If the shares or asset has been held longgsrthcoming.
thanthe initial holding period, determine whether g List shares, other assets, and real esta
the BHC has requested an extension of time. acquired DPC under “other assets” in the

3. In the Officer's Questionnaire, request anspection report. For significant shares an
list of DPC shares, other assets, or real estagssets, the examiner may choose to present
owned by the holding company and its nonbankthe inspection report or in the workpapers, which
ing subsidiaries, and a list of DPC shares owneglyer is deemed appropriate, the following
by the holding company’s bank subsidiariesinformation:
including a detailed description of the shares or
asset, the value of the shares or asset on tigeC Supervision Manual June 1997
entity’s books, the date the shares or asset was Page 3




Section 4(c)(2) and (3) (Acquisition of DPC Shares or Assets, Including Real Estate) 3030.0

a. a brief description sufficient to identify d. a summary of the carrying costs subse-
the property, the manner in which the propertyquent to assumption and income generated from
was acquired, and the reasons for its acquisitiothe property

b. the value of the shares or assets on the e. the date when the holding company or
books of the company, the method used to deteits subsidiary must dispose of the property or
mine the booked value, and whether it is the fairequest an extension to continue to hold the
market value DPC shares or asset

c. a brief statement as to management's f. the amount classified, if appropriate
efforts to sell the property, its opinion of the g. any apparent discrepancies with rules or
likelihood of sale, and the anticipated sales priceegulations

3030.0.4 Laws, Regulations, Interpretations, and Orders

Subject Laws$ Regulations? Interpretations$ Orders

Transactions not requiring
Board approval:

1. Acquisition of securities by 1843(c)(2) 225.12(b)
a BHC with majority control

2. Acquisition of securities by a 225.12(c) 4-020 1980FRB 654
BHC with majority control

Required disposal by 1843(c)(3)

Regulatory Agency

Section 4(c)(5) and 4(c)(6) 225.101 4-187

shares with respect to
Section 4(c)(2)

Delegation of Authority to extend 265.2(f)(12)
time to dispose of DPC shares

and assets

Policy statement concerning 225.138

divestitures by BHCs

Disposition of property acquired 225.22,
in satisfaction of debts 225.140
previously contracted

1. 12 U.S.C., unless specifically stated otherwise. 3. Federal Reserve Regulatory Serviederence.
2. 12 C.F.R., unless specifically stated otherwise.

BHC Supervision Manual June 1997
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Section 4(c)(4) of the BHC Act
(Interests in Nonbanking Organizations) Section 304(

Section 4(c)(4) of the Bank Holding Companytrustees or beneficiaries in common with or sub
Actprovidesthat nonbank shares held or acquirg@ct to control by the holding company. How-
by a bank in good faith in a fiduciary capacityever, the Board may determine after opportunity
are exempt from the general prohibitions offor hearing in such cases that control does nc
section 4 of the Act. This exemption is providedexist.
to allow banks to carry on their normal fiduciary Relating this to section 4(c)(4), if a bank
operations without significant interference andolding company transfers nonbank shares to
without being subject to the limitations of thetrustee where the trustee has one or more dire
Bank Holding Company Act. Without this tors in common with the bank holding company,
exemption, a subsidiary bank could act as trusteéde nonbank shares are deemed to be controll¢
for up to only 5 percent of a nonbank compaby the bank holding company until the Board
ny’'s shares as provided by section 4(c)(6) of theletermines otherwise.
Act.

There are certain exceptions which were
included within the body of the section 4(c)(4)
exemption to prevent )(Jtilization of the trust3040.0.2 TRUST COMPANY
vehicle to circumvent the intent of the Act. TheSUBSIDIARIES
section 4(c)(4) exemption is not applicable when ) )
shares acquired are held by a trust which i§ven though section 4(c)(4) refers by its lan
considered a “company” under section 2(b) ofduage to shares held or acquired bybank
the Act. Under section 2(b), a trust is definedn good faith in a fiduciary capacity, the exemp-
as a company if it does not terminate withintion also applies to shares held or acquired in.
25 years, or within 21 years and 10 months afteiduciary capacity by a trust company subsidiary
the death of individuals living on the effective Of & bank holding company.
date of the trust. Such trusts are generally re-
ferred to as perpetual trusts and include em-

ployee benefits and charitable trusts which ca3440.0.3 OTHER REPORTING

operate in perpetuity.
Another exception to the exemption impliesREQUlREMENTS

Lhoar:br;cr)]km :J;;Z?S %g;rg:n;e?é ryeaszﬁges? dioatrgloldings in fiduciary capacities of nonbank
bank as trustee under a trust established for th gf/ka?svc?rtr?gg::crigtolrgn%errfg&igrﬁlgr?tsstinnc deé

benefit of the bank itself, the bank’s parentthe federal securities laws
company or any of its subsidiaries, or the share- )
holders or employees of the bank, the parent
company or its subsidiaries as indicated in sec-
tion 2(g)(2) of the Act. Employee benefit trusts3040.0.4 INSPECTION OBJECTIVES
have become a principal source of banks’ trust

assets. As strictly applied, section 4(c)(4) wouldrg determine that nonbank shares held by

limit acquisition of stock of a nonbank companypank in a fiduciary capacity are in compliance
to 5 percent of its shares for employee trusfyith section 4(c)(4).

accounts of banks which are subsidiaries of
bank holding companies.

3040.0.5 INSPECTION PROCEDURES
3040.0.1 TRANSFER OF SHARES TO
A TRUSTEE Review the holding company’s internal report-
ing procedures to establish that bank trust de
Section 2(g)(3) of the Act is tied to sectionpartments report 5 percent holdings in nonban
4(c)(4) by specific reference as an exception toompanies. In multibank companies, determin
the fiduciary exemption. Section 2(g)(3) pro-that controls are in place to aggregate nonban
vides that shares transferred by a bank holdinghares held by each bank so that if an aggrega
company to a transferee are deemed to continué 5 percent is held, it is reported in the Y-6.
to be controlled by the bank holding company if
the transferee is indebted to the bank holdin@HC Supervision Manual December 1992
company or has one or more officers, directors, Page 1




4(c)(4) (Interests in Nonbanking Organizations (12 U.S.C. 1843)) 3040.0

3040.0.6 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Lawd Regulationg Interpretations? Orders

Interests In Nonbanking Organizations 225.12(a)
225.22(c)(3)

1. 12 U.S.C., unless specifically stated otherwise. 3. Federal Reserve Regulatory Service reference.
2. 12 C.F.R., unless specifically stated otherwise.

BHC Supervision Manual December 1992
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Section 4(c)(5) of the BHC Act (Investments Under Secti
5136 of the Revised Statutes) Section 305(

Section 4(c)(5) of the Bank Holding Company 1. Small business investment companie!
Act permits (without prior approval) invest- (“SBICs”").
ments by a bank holding company in shares of 2. Agriculture credit companies.
the kinds and amounts eligible for investment 3. Edge and agreement corporations.
by national banks under the provisions of sec- 4. Bank premises companies (usually exemg
tion 5136 of the Revised Statutes (12 U.S.Cunder section 4(c)(1)(A)).
24(7)). 5. Bank service corporations (usually exemp

National banks are prohibited by section 513@nder section 4(c)(1)(C)).
of the Revised Statutes from purchasing and 6. Safe deposit companies.
holding shares of any corporation except those 7. Obligations of student loan marketing
corporations whose shares are specifically madessociations.
eligible by federal statute. This prohibition is 8. State housing corporations.
made applicable to State member banks by sec-
tion 9, paragraph 20 of the Federal Reserve Act
(12U.S.C. 335). 3050.0.2 LIMITATIONS

In 1968, the Board interpreted section 5136
as permitting a member bank to purchase shar€mn most 5136 authorizations, share investmen
of a corporation engaging in business (at locaare limited in some form, usually based on &
tions the bank is authorized to engage in busipercentage of the bank’s capital and surplus
ness) and carrying out functions the bank i$Jnder section 4(c)(5), a holding company’s
empowered to perform directly. Section 5136 isnvestment in such shares is also limited by
a broad statute with types of permissible activiamount and type to those permitted for a na
ties both explicitly defined and implied indi- tional bank to prevent avoidance of these limita
rectly without express definition. Therefore, totions by a bank holding company.
limit the need for constant Board interpretation
regarding the implied areas of section 5136, the
Board curtailed the authority of a bank holding3050.0.3 INSPECTION OBJECTIVES
company to acquire shares on the basis of sec-
tion 4(c)(5) through section 225.22(d) of Regu- 1. To determine the permissibility of each
lation Y. As a result, effective June 30, 1971 activity encountered during the inspection whict
permissible shares for bank holding companglaims a section 4(c)(5) exemption.
acquisition under section 4(c)(5) are limited to 2. To determine if the operations and financ:
thoseexplicitly authorized by any federal stat-ing of the section 4(c)(5) activity is not to the
ute. Additional reasons for limiting the scope ofdetriment of the bank(s).
activities to those explicitly defined by statute,
arethatsection 4(c)(5) acquisitions require neither
prior Board approval, nor the opportunity for3050.0.4 INSPECTION PROCEDURES
interested parties to express their views, nor any
prior regulatory consideration of anti-trust and 1. Review compliance with section 5136 of
related matters. the Revised Statutes to determine if the activity

is expressly permitted by any federal statute.
2. Determine the financial condition of the

3050.0.1 COMPANIES IN WHICH activity and its impact on the bank affiliate.
BHC'S MAY INVEST

The following is a list of permissible compa-
nies expressly authorized by federal statute. The
list includes the companies most frequently
encountered.
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4(c)(5) (Investments Under Section 5136 of the Revised Statutes) 3050.0

3050.0.5 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws$ Regulationg Interpretations? Orders
Permissible investments  (Section 5136 of
for a national bank the Revised

Statutes)

Investment in bank 371d 250.200 4-185
premise corporation
Investment in bank service 1861-65 250.301 1-329
corporation
Investment in small 15 USC 682b 225.107 4-173
business investment 225.111 4-175
corporation (SBIC) 225.112 4-174
Operating subsidiaries/ 250.141 3-415.4
loan production offices
Section 23A 371c 250.240 3-1133
Section 23B 371c 1-206.1
Mortgage company 225.122 4-196
1. 12 U.S.C,, unless specifically stated otherwise. 3. Federal Reserve Regulatory Service reference.

2. 12 C.F.R., unless specifically stated otherwise.
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Section 4(c)(6) and (7) of the BHC Act (Ownership of Shares
Any Nonbank Company of 5 Percentor Less)  Section 306

3060.0.1 SECTION 4(c)(6) ship does not constitute “control” as otherwise
defined in section 2 of the Act.
This section provides an exemption for owner- Note that section 4 prohibits engaging in non-
ship of shares of any nonbank company that dbank activities other than those permitted by
not exceed 5 percent of the outstanding votingection 4(c)(8). Thus, if a BHC may be deemec
shares of such company. The exemption is deée be “engaging in an activity” through the
signed to permit diversification of investmentsmedium of a company in which it owns less
by a bank holding company and its subsidiariethan 5 percent of the voting stock it may never:
which do not result in control of a nonbankingtheless require Board approval, despite the se
organization. The Board has indicated througlhion 4(c)(6) exemption.
an interpretation of 12 U.S.C. 225.101, that in
its opinion, the 5 percent limitation applies to L
the aggregate amount of voting stock in a partic3060.0.1.2 Acquisition of Nonbank
ular nonbank company held by the entire bankhterests—Royalties as Compensation
holding company organization including the
parent company and all of its direct and indirec® bank holding company requested an opinior
bank and nonbank subsidiaries. This is to preon the permissibility of its subsidiary’s receiv-
vent a holding company from acquiring a coning limited overriding royalty interests in oil,
trolling interest in a nonbank company throughgas, and other hydrocarbon leasehold interes
ownership of small blocks of stock by numerougas partial compensation for investment advisor
subsidiaries in circumvention of the provisionsservices in connection with those properties
of section 4 of the BHC Act. The bank holding company was not acquiring
more than 5 percent interest in any project. Thi
subsidiary was to place the assigned royalties i
3060.0.1.1 D.P.C. Shares a compensation plan for assignment to certai
professional employees. Neither the subsidiar
The same interpretation (12 C.F.R. 225.101p0r any affiliate were to acquire, hold, locate,
also addresses the question of the applicabilityponsor, develop, organize, or manage any oth
of section 4(c)(6) to nonbank shares acquire@nergy property investment or in any other man
in satisfaction of debts previously contractedier control the investment. The subsidiary wa:
(D.P.C.) by a subsidiary bank, any nonbanio hold interest in energy properties only if the
subsidiaries, or the parent company. In thignterest had not yet been reassigned to a
instance, the Board expressed the opinion th&mployee, or if an employee terminates servic
the 5 percent exemption provided by sectionvith the subsidiary and is required to reassig!
4(c)(6) covers any nonbank shares, includin§is or her energy properties to the subsidiary
those acquired D.P.C. Consequently, shareswhidihe bank holding company’s proposal was con
meet such conditions are not subject to th&istent with section 4(c)(6) of the Bank Holding
disposition requirements of section 4(c)(2) ofcompany Act, which exempts passive invest
the Act. It is important to remember that thements of 5 percent or less from the prohibitions
exemption provided by section 4(c)(6) applie®f section 4 of the Bank Holding Company Act.
only to shares of any nonbank company. Acqui-
sitions of any bank shares are subject to the
provisions contained in section 3(a) of the Act. 3060.0.2 SECTION 4(c)(7)
Although the 5 percent limitation of this sec-
tion applies, by its language, to “voting shares”This section provides bank holding companie:
rather than “any class of voting shares” as usedhe opportunity to own, directly or indirectly,
elsewhere in the Act, the Board has indicated ishares of an investment company (any amour
12 C.F.R. 225.137 that it applies to “any classup to 100 percent of outstanding shares) pro
of voting shares” rather than to the aggregate ofided that each of the following conditions is
all classes of voting shares held. Thus sectiomet:
4(c)(6) is not available to a group of BHCs each 1. The investment company is not itself a
owning a “class of voting securities” even if bank holding company;
each BHC owns less than 5 percent of all shares 2. The investment company is not engaged il
outstanding. Further, section 4(c)(6) must be
viewed as permitting ownership of 5 percent 0BHC Supervision Manual December 1992
a company'’s voting stock only when that owner- Page 1




4(c)(6) and (7) (Ownership of Shares in Any Nonbank Company of 5 Percent or Less)  3060.0

any business other than investing in securitiegf the voting shares of any nonbank company
and (other than those owned pursuant to other provi-
3. Securities in which the investment com-=ions of the Act) is held by the bank holding
pany invests do not include more than 5 percerdompany and its subsidiaries.
of the outstanding voting securities of any
company.
4. As in section 4(c)(6), the 5 percent limita-3050.0.3.2 Section 4(c)(7)
tion applies, by its language, to “voting shares”
rather than “any class of voting shares,” as used
elsewhere in the Act. However, the criterion,
applies to “any class of voting shares” for pur-
poses of this section.
_ The 5 percent restriction do_es not prevent ‘_"‘Eompany and its subsidiaries.
investment company from having direct or indi-

bsidiai ‘7 ded th 3. To determine if policies, practices and pro-
rect subsidiaries of its own, provided that OWn-eq res regarding investments are adequate.

ership of such subsidiaries is permitted under 4 1, suggest corrective action where neces-

another provision of the Act. Rather, the limita-g5 v jn the areas of policies, procedures, or laws
tion is intended to apply only to securities pur-,,§ regulations.

chased in the ordinary course of investing by the
investment company.

The legislative history of this provision of the
Act does not provide a clear indication as to thé3060.0.4 INSPECTION PROCEDURES
type of institutions encompassed under the ter .

“investment company” as used in this sec:tionl.z;’OGO'0'4'1 Section 4(c)(6)
It appears, however, that any company primarily
engaged in the purchasing and ownership oé_(

1. To determine the overall quality of the
investments held.

2. To determine the financial impact of the
ownership of such shares upon the bank holding

1. Review investments held to determine that

securities may be regarded as an investmeHte¢ BHC has a total interest of no more than

company for purposes of this section. Sectio percent. .

4(c)(7) can be viewed, more or less, as an exten- 2. Determine that 5 percent does not consti-

sion of section 4(c)(6) which permits a banktUte control. . . . "

holding company to directly or indirectly through 3 Determine that the BHC is not “engaged

subsidiaries own up to 5 percent of the voting? @Y nonbank activity through its 5 percent

stock of any nonbank company. In fact, until the®Vnership.

Amendments of 1966, the Bank Holding Com-

pany Act incorporated both section 4(c)(6) and

section 4(c)(7) under one section. From a pract3060.0.4.2 Section 4(c)(7)

cal standpoint, the parent company is allowed,

under section 4(c)(6), to directly engage in the 1. Where section 4(c)(7) applies, compare

same activities as an investment company. Ache investment company’s general ledgers with

cordingly, most holding companies conduct thesstatements prepared for the latest FR Y—6.

activities through the parent company, rather 2. Obtain schedules of investments in voting

than through an investment company subsidiarghares of any companies. Review quality of

Such an arrangement prevents duplicate paguch shares (utilizing rating service publica-

ment of certain taxes and provides more flexitions, etc.) and check for ownership interests

bility for utilizing funds in other areas of the exceeding 5 percent.

organization. 3. Review policies (written or oral) regarding
purchase and sale of stocks.

4, Obtain and evaluate documentation relat-
3060.0.3 INSPECTION OBJECTIVES ing to credit review for securities held. Deter-

3060.0.3.1 Section 4(c)(6) mine adequacy of procedures to maintain credit
updates.

1. To determine that the investments held 5. Compare carrying value of stocks to cur-
pursuant to section 4(c)(6) comply with the Actrent market value to detefmlne market deprecia-
and 12 C.F.R. 225.101 and 225.137. tion, if any and determine adequacy of any

2. To determine that no more than 5 percergstablished reserves. _ _

6. Perform verification procedures, including
BHC Supervision Manual December 1992 physical review of stock held in safekeeping,
Page 2 where practical.




4(c)(6) and (7) (Ownership of Shares in Any Nonbank Company of 5 Percent or Less) 30

7. Determinethatpurchases and sales of stocks8. Review minutes of the board of directors
are appropriately approved by directors or desneetings (where an investment company suk

ignated officers.

sidiary is involved).

3060.0.5 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws$ Regulationg Interpretations’ Orders
4(c)(6)
Applicability to shares 225.101 4-187
acquired D.P.C.
Aggregating shares owned 225.101 4-187
by subsidiaries
Five percent limit on “any 225.137 4-189
class of voting securities”
Control with less than 225.137 4-189
5 percent
4c)(7) ,
Indirect ownership of 225.102 4-188

shares of investment
company

1. 12 U.S.C,, unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Service reference.
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